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DIRECT TESTIMONY OF FRANK W. RADIGAN
EXECUTIVE SUMMARY

1) The Company's proposed cost of service study uses a Commission accepted method to

allocate costs. The Company has proposed to allocate costs on an across the board basis

except for the CARES customers who receive no increase. In these uncertain economic

times an equal sharing of the rate increase is reasonable. The proposed revenue allocation is

shown on Exhibit 3 and summarized below:

Class of Service

Present

Revenue

Proposed
Revenue

Proposed

Increase

Proposed

Percent

Increase

Residential Service 1 .6%

CorrnmercialGas Service

$36,600,943

$9,91],680 13%

Industrial Gas Service 13%

13%

13%

Public Authority Gas Service $1,7v8,118

Special Gas Light Service $66,940

Irrigation Service $33,865

$37,190,974

$10,076,399

$245,712 $250,838

$1,807,850

$68,859

$34,431

$590,030

$165,120

$4,125

$29,732

$1,119

$566 13%

TransportationCustomers $3,086,270 1.6%

Total

$3,036,5]9

$51,673,767 $52,514,821

$49,761

$841,054 16%

2) The Company's proposal not to increase the rates for the CARES customers is reasonable

and abides by recent Commission treatment to these customers of holding them harmless

from rate increase.

3) The Company's proposed rate design that would phase in a 71% increase in the residential

customer charge over three years should be rejected. Instead, the proposed increase in the

customer charges for what the Company describes as Year 1 are reasonable as they increase
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rates towards the indicated cost of service but do not overly increase rates. My proposed

customer charges are summarized in the table below.

Present Proposed Increase % Increase

Residential
Small Commercial & Industrial
Large Commerical and Industrial
Irrigation Service

$ 8.50
13.50

100.00
13.50

$ 10.00
15.50

105.00
15.50

$ 1.50
2.00
5.00
2.00

18%
15%
5%

15%

4) The impact for a Residential Customer from this proposed revenue allocation and rate design

is as follows. The customer charge is proposed to increase from $8.50 per month to $10 per

month and the commodity charge is proposed to decrease slightly from $03270 per therm to

$03027 per therm. The average bill for the Residential Class is 45 helms per month anda

customer with such average usage will see an increase of 1.7%, which is the class average

increase. Detailed bill impacts firm each class are shown on Schedule H-4 of Exhibit 3 to

my testimony.
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1

2

I.
Q-

INTRODUCTION
Please state your name, position and business address.

3 Frank W. Radigan. I am a principal in the Hudson River Energy Company, a

4 consul t i ng f i rm prov id ing serv ices to  the ut i l i t y  i ndust ry  and specia l i z ing in  the f i e lds

5 of rates, planning, and utility economics. My office address is 237 Schoolhouse

6 Road, Albany, New York 12203 .

7

8 Q - Would you please summarize your education and business experience?

9 A . I received a Bachelor of Science degree in Chemical Engineering from Clarkson

10 College of Technology in Potsdam, New York (now Clarkson University) in 1981. I

11 received a Certificate in Regulatory Economics from the State University of New

12 York at Albany in 1990. From 1981 through February 1997, I served on the Staff of

13 the New York State Public Service Commission in the Rates and System Planning

14 sections of the Power Division and in the Rates Section of the Energy and Water

15 Division. My responsibilities included resource planning and the analysis of rates,

16 depreciation rates and tariffs of electric, gas, water and steam utilities in the State

17 and encompassed rate design and performing embedded and marginal cost of service

18 studies as well as depreciation studies.

19

20 Before leaving the Commission, I was responsible for directing all engineering staff

21 during major proceedings including those relating to rates, integrated resource

22

A.

planning and environmental impact studies. In February 1997, I left the Commission
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1 and joined the firm of Louis Berger & Associates as a Senior Energy Consultant. In

2 December 1998, I formed my own Company.

3

4 In my 27 years of experience, Shave testified as an expert witness in utility rate

5 proceedings on more than 80 occasions before various utility regulatory bodies

6 including the Arizona Corporation Commission, the Connecticut Department of

7 Utility Control, the Maryland Public Service Commission, the Massachusetts

8 Deparunent of Telecommunications and Energy, the Michigan Public Service

9 Commission, the New York State Public Service Commission, the New York State

10 Department of Taxation and Finance, theNevadaPublic Utilities Commission, the

11 Public Uti l i ties Commission of Ohio, the Rhode Island Public Uti l i ties Commission,

12 the Vermont Public Service Board, and the Federal Energy Regulatory Commission.

13

14 I currently advise a variety of Regulatory Commissions, consumer advocates,

15 municipal utilities and industrial customers concerning rate matters, including

16 wholesale electricity rates and electric transmission rates. A summary of my

17 qualifications and experience is included as Exhibit 1.

18

19 Q - On whose behalf are you appearing?

20 I am appearing on behalf of the Residential Utility Consumer Office of Arizona

21 ("RUCO").

22

23

A.

Q . Have you previously test i f i ed before the Arizona Corporat ion Commission?
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1 A. I

2

3

4

5

Yes. I have testified before the Commission previously on four occasions.

testified before the Commission in the most recent UNS Electric, Inc. rate case

(Docket No. E-04204A-06-0783), the most recent Tucson Electric Power Company

rate case (Docket No. E-01933A-07-0402), the most recent Southwest Gas Company

rate case (Docket No. G-01551A-07-0504) and the most recent Arizona Public

Service Company rate case (Docket No. E-01345A-08-0172).6

7

8 Q - What is the purpose of the testimony you are presenting?

9 A. I have been asked to discuss the reasonableness of UNS Gas, Inc.'s (UNS or the

10 Company) proposed cost of service allocation and rate design.

11

12 Q , Could you please summarize your testimony?

13 A. Yes, based on my review of the filing I have the following conclusions and

14 recommendations :

15 1) The Company's proposed cost of service study uses a Commission accepted

16 method to allocate costs. The Company has proposed to allocate costs on an across

17 the board basis except for the CARES customers who receive no increase. In these

18 uncertain economic times an equal sharing of the rate increase is reasonable.

19

20 2) The Company's proposed rate design that would phase in a 71% increase in the

21 residential customer charge over three years should be rejected. Instead, the

22 proposed increase in the customer charges for what the Company describes as Year 1

23 are reasonable as they increase rates towards the indicated cost of service but do not

24 overly increase rates.



Direct Testimony of Frank W. Radigan
Docket No. G-042042A-08-0571

Page 4

1 3) The Company's proposal not to increase the rates for the CARES customers is

2 reasonable and abides by recent Commission treatment to these customers of holding

3 them harmless from rate increase.

4

5 Q . Could you please comment on the Company's cost of service study and revenue

6 allocation?

7 Yes. The Cost of Service Study was prepared and presented by Company Witness

8 Bentley Erdwurm and is described in his pre-filed testimony at pages 9-14. Mr.

9 Erdwurm performed a traditional embedded cost of service study using the

10 Proportional Responsibility method. This method uses the respective class' share

11 of total load in each of the twelve months for the test-year to develop an

12 allocation factor to assign costs. (Erdwurm PFT, page 17) The Proportional

13 Responsibility method drives many significant costs in the class cost-of-service

14 study model (Ibid). The Proportional Responsibility Method has been used in other

15 recent rate case filings before the Commission including the Company's last rate

16 case (Ibid). Shave reviewed the allocation factors used in the study and the

17 supporting data used to develop them. The results of the cost of service study are

18 presented below:

19

20

21

22

23

A .
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1

UNS Gas, Inc.
Cost of Service Study Results

Rate of
Return

Indexed
Rate of
Return

2

Residential

Total Commercial

Total lndustrical

Total Public Authority

Special Gas Light Service

Irrigation

Total Company

5.6%

11.5%

1.4%

7.4%

32.3%

9.2%

6.4%

0.87

1.80

0.23

1.16

5.08

1.44

1.00

3

4

5

6

Even though there is some disparity amongst classes in the indicated rates of return,

the Company has proposed to allocate revenues on an across-the-board basis. Mr.

Erdwurm argues that this allocation helps mitigate the adverse rate impact on any

class (Erdwurm PFT, page l7). agree and support his allocation.

7

8 Q- Could you please comment on the Company's proposed rate design?

9

1 0

11

1 2

13

1 4

15

1 6

17

1 8

1 9

A. Yes, as noted by Company Witness Erdwurm the Company's primary objectives in

rate design is to more equitably collect its fixed costs (Erdwurm PFT page 18).

UNS proposes an increase in monthly customer charges to levels that better match the

true customer-related costs, as indicated by the class cost-of-service study (Ibid). As

Mr. Erdwurm he is seeking to move the customer costs towards the "bare-bones"

customer charge. "Bare-bones" customer charges restrict the customer classification

to metering, meter-reading, service (service drop) to the specific customer, customer

service and billing (Ibid). According to the study, the "bare bones" monthly customer

charges are calculated to be $18.15 for residential service, approximately $ l9.00 for

small commercial/industrial customers and approximately $220.00 for large

commercial/industrial customers (Ibid) .
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1

2

3

4

5

6

7

8

9

10

Under Mr. Erdwurm's proposal for residential service, the increases will be phased-in

over three years. Upon approval of this rate case the customer charge will increase

Hom $8.50 per month to $10 per month. One year after rates are approved the

customer charge will automatically increase from $10 to $12 per month and two years

after rates are approved in this case the customer charge will automatically increase

from $12 to $14 per month. Even after the three year phase in Mr. Erdwurm argues

that the residential customer charge will still be below the "bare-bones" customer

charge of $18.15. Customer charges for non-residential classes generally also are

raised closer to levels indicated by the class cost-of-service study but there is no

automatic phase in of cost increases. (Erdwurm PFT pages 18-19).

11

12

13

Q - Do you agree  w i th  M r.  Erdwurm's  proposal  on  the  Resi dent i a l  Customer

C h a r g e ?

14 A. No. While the proposed customer charges are cost-based, the company has ignored

15 the rate design principles of rate stability. Automatic rate increases are generally not

16 appreciated by customers and this is especially true when it comes to rate increases

17 that can be viewed as a large increase. Mr. Erdwunn's automatic rate increase in the

18 second and third year will increase a small customer's bill by 40%. Outside of a rate

19 case this large of an increase will undoubtedly cause an increase in customer

2 0 complaints .

21

2 2 Q - M r .  E rd w u rm  a rg u e s  th a t  th e  v e ry  n a tu re  o f  U N S '  s e rv i c e  te r r i to ry  c a u s e s

23 prob l em s that  m ust  be  addressed  though the  custom er  charge ,  can  you

2 4 co m m en t  o n  th a t?
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1 Yes. In his testimony Mr. Erdwurm states given that natural gas usage is largely

2 driven largely by weather, the Company's current rates have resulted in customers in

3 cooler areas (i.e., districts with more heating degree days like Flagstaff)

4 subsidizing those living in warmer areas (i.e., districts with less heating degree

5 days like Lake Havasu City). He states that customers in the coldest corners of

6 the service territory - those affected most by rising costs on the volumetric, gas

7 commodity portion of their bills during home heating season - have home the

8 additional burden of subsidizing the fixed cost of sewing customers who spend their

9 winters in far more moderate climates (Erdwurm PFT pages 20 and 21). This

10 argument is a red herring. Mr. Erdwurm's analysis only looks at the net margin

11 from sales from small and large customers and notes that a large customer

12 contributes more than a small. Large customers, however, also are served by large

13 mains and can contribute more to peak indicating that it costs more to serve them.

14 This can only be done through a cost of service study. If Mr. Erdwurm truly

15 believes that UNS should have District rates, then he should present a study which

16 actually studies if there are cost differences to serve the two Districts.

17

18 Q- Mr. Erdwurm argues that recovery of fixed costs in the customer charge as

19 compared to the volumetric charge is preferred,  do you disagree?

20 From the utility perspective that is true as they want to be able to recover most of

21 their fixed costs up front. That said, however, in the rate case the Company's rates

22 are designed to recover the total revenue requirement. Thus, the only risk to the

23

A.

A.

Company is between rate cases if customer usage changes to due warmer than
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1 normal weather or customer conservation. On the other hand, there can be colder

2 than average weather and customer growth can occur and this would help the

3 Company. Thus, a balance must be reached that treats the Company and the

4 customer fairly.

5

6 Q . What do you recommend be done with the customer charges?

7 A. A reasonable balance is one that recognizes 1) the customer cost indicated by the

8 cost of service study, 2) rate stability for customers and 3) increasing the amount of

9 money recovered though the fixed charge. To this end I recommend that the

10 Company's proposed customer charge for year one allowed to become effective with

11 no automatic increases allowed. Any further changes to the customer charge would

12 be analyzed again in the next rate case. A summary of the present and proposed

13 customer charges are presented in the table below.

14

Present Proposed Increase % Increase

Residential
Small Commercial & Industrial
Large Commerical and Industrial
Irrigation Service

$ a.50
13.50

100.00
13.50

$ 10.00
15.50

105.00
15.50

$ 1.50
2.00
5.00
2.00

18%
15%

5%
15%15

16

17 While the percentage increase appears relatively high given the RUCO is

18 recommending a 1.6% overall increase, the dollar increases are low, however, with a

19 residential customer's bill increase by only $1.50 per month. In addition, for each

20 class the average customer receives a reasonable increase. For example, the average

21 usage for a residential customer 45 terms per month and this customer will see an
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1 increase in their bill of 1.7% which is almost equal to the overall average increase

2 being given to the Company of 1.6%.

3

4 Q - Please discuss the bill impact of your proposed rates for the Residential Class.

5 A. The customer charge is proposed to increase from $8.50 per month to $10 per month

6 and the commodity charge is proposed to decrease slightly from $03270 per therm

7 to $03027 per therm. The average bill for this class is 45 terms per month and a

8 customer with such average usage will see an increase of 1.7% which is the class

9 average increase. Typical bills for the full range of residential usage are included in

10 Exhibit 3 (RUCO UNS Gas Schedule H, Schedule H-4, page 1).

11

12 Q . Please discuss the b i l l  impact of  your proposed rates for  the Smal l  Commercial

13 Class (C-20) .

14 The customer charge is proposed to increase from $13.50 per month to $15.50 per

15 month and the commodity charge is proposed to decrease slightly from $02638 per

16 therm to $02600 per therm. The average bill for this class is 214 terms per month,

17 and a customer with that usage will see an increase of 1.7% which is the class

18 average increase .

19 a*

20 Q - P l e a s e  d i s c u s s  t h e  b i l l  i m p a c t  o f  y o u r  p r o p o s e d  r a t e s  f o r  t h e  L a r g e  V o l u m e

21 I n d u s t r i a l  ( I -32 ) .

22

23

A.

A. The customer charge is proposed to increase from $100.50 per month to $105.00 per

month and the commodity charge is proposed to increase slightly from $0.0952 per
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1 therm to $0.0966 per therm. The average bill for this class is approximately 20,000

2 terms per month, and a customer with that usage will see an increase of 1.7%,

3 which is the class average increase.

4

5 Q- Please discuss the bill impact of your proposed rates for the CARES Residential

6 Customers (R-12).

7 A. The Company has proposed to retain the CARES pricing plan, and proposes to

8 hold the customer charge and the non-commodity volumetric charges at the

9 current levels (Erdwurm PTF page 26). I agree this has been the adopted

10 method in the recent TEP rate case and what staff proposed in the ongoing

11 Arizona Public Service rate case. As shown on Exhibit 3, Schedule H-4, page

12 2, these customers will see no increase.

13

14 Q, Does this conclude your testimony?

15 Yes.

16

17

18

A.
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FRANK w. RADIGAN

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981)

Certificate in Regulatory Economics -- State University of New York at Albany (1990)

1998-Present Principal, Hudson River Energy Group, Albany,NY -- Provide research, technical evaluation,
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-service studies, rate design, rate
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes
feasible conservation programs.

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany,NY - Advised clients on rate
setting, rate design, rate unbundling and performance based ratemaldng. Served a wide variety of clients in
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy,
asset valuation in divestiture auctions, transmission planning policies and power supply.

1981-1997 Senior Valuation Engineer, New York State Public Service Commission, Albany,NY - Starting as
a Junior Engineer and working progressively through the ranks, served on the Staff of the New York State
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal
cost of seMce studies. Before leaving the Commission, was responsible for directing all engineering staff
during major rate proceedings.

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power,
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of
service studies, rate unbundling, rate design and depreciation studies.

Wholesale Commodity Markets

Transmission Expansion Planning-- Various Utilities -- Member of Transmission Expansion Advisory Committee
in the New England Power Pool - the Committee is charged with the study of transmission expansion needs in the
deregulated New England electric market. Ongoing

Locational Based Pricing - Reading Municipal Light Department -- Using GE multi-area production simulation
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and
load centers. 2003
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Merchant Plant Analysis - Confidential client - Using GE multi-area production simulation model (MAPS),
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to
market priced contract. 2002

Market Price Forecasting - El Paso Merchant Energy - Analyzed New England power market using MAPS for
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required
under its gas supply contract. 2002

Market Price Analysis - Novo Windpower - Analyzed hourly market price data in New York for each load zone in
State in order to optimize location of new wind power projects. 2002

Gas Aggregation - Village of Ilion - Advised client on costs/benefits of aggregating residential gas customers for
purpose of gas purchasing. 2002

Gas Procurement -- Albany County, New York - Assisted client in analysis of economics of existing gas purchase
contract, negotiated termination of contract, designing request for proposal for new natural gas supply. 2000

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by
complementing existing low cost power supplies in order to entice new industrial load to locate within Village.
l997

Analysis of Load Pockets and Market Power._ Performed analysis of load pockets and market power in New
York State; determined physical and financial measures that could mitigate market power. 1996

Study of APP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase
contracts entered into by investor owned utilities and independent power producers (ImPs), separately measured rate
impacts resulting from statewide excess-capacity, determined level of non-optimal reserves for each utility. 1995

Power Purchase Contract Policies and Procedures - Directed NYSPSC Staff teams in formulation of short- and
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD); forecasted load and
capacity requirements, developed utility buy-back rates, presented expert witness testimony on buy-back rate
estimates and calculation methodologies, thereby implementing curtailment of IPPS as allowed under PURPA.
1990- l994

Integrated Resource Planning - Led NYSPSC Staff team's examination of each utility's IP process and
examination of impacts of processes and regulatory policies influencing the decision malting process. 1994

Intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman of NYSPSC Proceeding to
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost
methods. 1990

Rate Setting

Rate Case Cost of Service Study - Stowe Electric Department, NY - For small municipal electric utility, assisted
in the preparation fill] cost of service study before the Vermont Public Service Board. 2009

Rate Case Cost of Service Study - Village of Greene, NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2008
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Rate Case Cost of Service Study - Village of Bath, NY - For small municipal electric utility, assisted in the
preparation full cost of seMce study before the New York Public Service Commission. 2008

Rate Case Cost of Service Study - Village of Richmondville, NY .- For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2008

Economic DevelopmentRate - Massena Electric Department - For municipal electric utility, developed tariffs for
economic development rates for new or expanded load.

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Study - Pascoag Utility District - Reviewed the application of the Power Authority of the State of New York
to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department - Performed rate study of new multi-year wholesale power
contract against existing rates to determine impact on overall revenue recovery and cash flows of utility. 2003

Rate Case Cost of Service Study - Village of Arcade, NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study - Village of Philadelphia, NY - For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Case Cost of Service Study- Fillmore Gas Company - For small natural gas local distribution company,
perfonning cost of service study for internal budget controls and formal rate case before the New York Public
Service Commission. 2003

Rate Case Cost of Service Study - Rowlands Hollow Water Works - For small water company, performing cost of
service study for internal budget controls and formal rate case before the New York Public Service Commission.
2003

Standby Rates - Independent Power Producers of New York - Analyzed reasonableness of proposed standby rates
of Niagara Mohawk Power Corporation; proposed alternate rate designs; participated in settlement negotiations for
new rates. 2002

Economic Development Rates - Pascoag Utility District - Designed new cost based economic development rates
charged to large industrial customer contemplating locating within the municipality. 2002

Municipalization Study - Kennebunk Power and Light Department .- Performed economic analysis of municipal
utility serving remaining portions of Village not already served; performed valuation of the plant currently owned by
Central Maine Power. 2001

Water Rate Study - Pascoag Utility District - Performed cost of service study for water utility, presented alternate
methods of funding revenue requirement. 2001

Pole Attachment Rates - Middleborough Gas and ElecMlc Department - Designed cost based pole attachment rates
charged to CATV customers. 2000

ISO Service Tariff -- On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISO
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Service Tariffs. 2000

Pole Attachment Rates- City of Farmington, New Mexico municipal electric department - Designed cost based
pole attachment rates for CATV customers. 1999

OATT Rates - On behalf of four municipal utilities in New England - Developed cost based annual revenue
requirements for regional network transmission rates, represent utilities before ISO New England committees on
transmission rate setting issues. 1998-2004

Consolidated Edison Restructuring- Member NYPSC Staff team - Negotiated major restructuring settlement
with Consolidated Edison, which decreased utility's rates by $700 million over five years; implemented retail access
program, performed rate unbundling, divestiture of utility generation and the allowance of the formation of a
holding company, accelerated depreciation of generation, established customer education programs on restructuring,
established service quality and service reliability incentive to ensure that provision of electric service will diminish
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997

Cost-of-service Review and Rate Unbundling- Performed rate unbundling of retail rates of Orange & Rocldand
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange &
Rockland's service territory. 1992

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and
NYSPSC to determine feasibility of using vintage year salvage accounting for determining future salvage rates.
1985

Environmental Issues

Energy Conservation Study .- Pascoag Utility District - Designed energy conservation rebate program based on
cost benefit study of various alternatives. Program funded through State mandated collection of energy
conservation monies from ratepayers. 2002

Clean Air Act Lawsuit - New York State Attorney General - Investigated modifications made at coal fired
generating units of New York utilities to determine whether Maj or modifications were made with obtaining pre-
construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999-
2002 .

Environmental Impact Study and Simulation Modeling Analysis - Analyzed potential environmental impacts of
restructuring electric industry in NY using production simulation modelPROMOD. 1996

Renewable Resources- Project Leader in NYSPSC proceeding regarding development and implementation of
utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study.- Directed study of pool-wide power plant dispatch with
environmental adders to determine environmental and economic effects of dispatching electric power plants with
monetized environmental adders. 1994

Clean Air Impact Study - Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings
if catalytic reduction control facilities were elected to comply with 1990 Clean Air Act Amendments; installed
components on units in metropolitan NY region. 1994

Environmental Externalities and Socioeconomic Impacts Study- Managed NYSPSC proceeding to determine
whether to incorporate environmental costs into Long-Run Avoided Costs for the State's electric utilities. Study
purposes: explore the socioeconomic impacts of electric production as compared with DSM, monetize
environmental impacts of electricity. 1993
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Case 08-E-0539 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by $854 million. 2008

Docket No. 08-07-04 - United Illuminating - On behalf of the Connecticut Office of Consumer's Counsel examined
the reasonableness of the Company's proposed construction budget. 2008

Docket No. 08-06036 - Spring Creek Utilities - On behalf of the Nevada Attorney General's Bureau of Consumer
Protection testified on the overall revenue requirement, the cost allocation and amortization of a new financial
accounting system, the appropriate level of rate case expense, allocation of corporate salaries, recovery of property
taxes, and rate design. 2008

D.P.U. 8-35 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the
reasonableness of the Company's request to increase rates in light of the terms of a previous settlement, the level of
expenses being charged from the parent Company to the affiliate, the proposed increase in deprecation expense and
the proposed revenue allocation and rate design. 2008

Docket No. 08-96 - Artesian Water Company - on behalf of the Staff of the Delaware Public Service Commission
examined the reasonableness of the Company's cost of service study and proposed revenue allocation and rate
design. 2008

Docket No. E-01345A-08-0172 - Arizona Public Service - on behalf of die on behalf of the Arizona Corporation
Commission examined the reasonableness of the Company's embedded cost of service study, proposed revenue
allocation, proposed rate design and proposal regarding demand side management cost recovery. 2009

Docket No. 05-03-l7PH02 - Southern Connecticut Gas Company - on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Company's embedded costs of service study and proposed
revenue allocation and rate design. 2008

Docket No. 06-03-04PH02 - Connecticut Natural Gas Corporation .- on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Company's embedded cost of service study and proposed
revenue allocation and rate design. 2008

Docket No. G-01551A-07-0504 - Southwest Gas Corporation - on behalf of the Arizona Corporation Commission
examined the reasonableness of the Company's embedded cost of service study, proposed revenue allocation,
proposed rate design and proposals regarding revenue decoupling. 2008

Docket No. E-01933A-07-0402 .- Tucson Electric Power Company - on behalf of the Arizona Corporation
Commission examined the reasonableness of the Company's embedded cost of service study, proposed revenue
allocation, proposed rate design and proposals regarding mandatory time of use rates. 2008

Docket No. 07-09030 - Southwest Gas Corporation - on behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates. 2008

Civil Action 05-C-457-1 - Dominion Hope - on behalf of former employee of the utility examined the utility's
hedging and sales for resale practices between affiliates. 2008

Case 07-829-GA-AIR .- Dominion East Ohio - on behalf of the Office of the Ohio Consumer's Counsel examined
the reasonableness of the Company's embedded cost of service sandy, proposed revenue allocation and rate design
and examined the reasonableness of proposals on revenue decoupling and straight fixed variable rate design. 2008
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Case 07-S-1315 -- Consolidated Edison Steam Rates -- On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2008

Case No. 9134 - Green Ridge Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for common expenses from the parent company. 2008

Case No. 9135 -- Provinces Utilities, Inc..- on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for common expenses from the parent company. 2008

Case 07-M-0906 - Energy East and Iberdola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008

Case 07-E-0523 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by over $ l .2 billion or 33%. 2007

Docket Nos. ER07-459-002, ER07-513-002, and EL07-11-002 - Vermont Transco -- on behalf of the Vermont
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Monisville on whether the direct
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy
Regulatory Commission 2007

Docket No. 07-05-19 -- Aquarion Water Company - On behalf of the Connecticut Office of Peoples Counsel
examined the reasonableness of the utility's proposed revenue allocation, rate design, weather normalization and
depreciation rates 2007

Docket No. E-04204A-06-0783 - UNS Electric - On behalf of the Arizona Corporation Commission testified on the
reasonableness of the utility's proposed revenue allocation and rate design. 2007

Docket Nos. 06-11022 and 06-11023 .-- Nevada Power Company - On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels.
2007

Case 06-G-1186 - KeySpan Delivery Long Island - on behalf of the Counties of Nassau and Suffolk analyzed the
Company's proposed rate design and its for amortization of costs for expenditures relating to Manufactured Gas
Plants. 2007

Case 06-M-0878 - National Grid and KeySpan Corporation -- on behalf of the Counties of Nassau and Suffolk
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007

Docket No. 06-07-08 - Connecticut Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, revenue allocation and rate design. 2006

Docket No. EL07-11-000 .- Vermont Transco -- on behalf of the Vermont Towns of Stowe and Hardwick, and the
Villages of Hyde Park, Johnson and Mon'isville evaluated whether the proposed and subsequently abandoned
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission.
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2006

Case 05-S-1376 - Consolidated Edison - Steam Rates -- On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2006

Docket No. 06-48-000 - Braintree Electric Light Department - On behalf of the municipal utility presented an cost
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be
required for reliability purposes. 2006

Case 05-E-1222 - New York State Electric and Gas Corporation - On behalf of Nucor Steel, Auburn, Inc. examined
the reasonableness of the utility's proposed average service lives, forecast net salvage figures, and proposal to
switch from whole life to remaining life method. 2006

Docket No. 05-10004 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed electdc depreciation rates and expense levels.
2006

Docket No. 05-10006 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed gas depreciation rates and expense levels. 2006

Docket No. ER06-17-000 - ISO New England, Inc. -- On behalf of a group of municipal utilities in Massachusetts
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission
revenue requirements rate setting formula. 2005

Case 04-E-0572 - Consolidated Edison - Electric Rate - On behalf of the County of Westchester testified to the
reasonableness of the Company's revenue allocation amongst service classes and the company's fully allocated
embedded cost of service shady. 2004

Docket No. 04-02-14 - Aquarion Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, weather normalization proposal and certain
operation and maintenance expense forecasts. 2004

Docket No. U-13691 .- Detroit Thermal, LLC - On behalf of the Henry Ford Health Systems testified on the
reasonableness of the utility's proposed default tariffs for steam service. 2004

Docket No. 04-3011 - Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Docket No. ER03-563-030 -- Devon Power, LLC, et al. - On behalf of the Wellesley Municipal Light Plant filed a
prepared affidavit with FERC with respect the proposal of ISO New England, Inc. to establish a locational Installed
Capability market in New England. 2004

Docket No. 03-10002 - Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Case 03-E-0765 - Rochester Gas and Electric Corporation - Before the New York Public Service Commission
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and
ratemaldng treatment of proceeds from the sale of a nuclear generating plant. 2003

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Parners -
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas
used to produce electricity. Testimony focused on ratemaking policies and practices in New York State. 2003
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Docket No. 2930 - Narragansett Electric - Before the Rhode Island Public Utilities Commission submitted
testimony on the reasonableness of the utility's proposed shared savings filing and its implications for the overall
reasonableness of the Company's distribution rates. 2003

Docket No. 03-07-01 - Connecticut Light and Power Company .- Before the Connecticut Department of Public
Utility Control testified to the recovery of "federally mandated" wholesale power costs. 2003

Docket No. ER03-1274-000 - Boston Edison Company .- Before the Federal Energy Regulatory Commission
submitted affidavit on the reasonableness of the utility's proposed depreciation rates and expense levels. 2003

Case 210293 - Corning Incorporated - Before the New York Public Service Commission submitted an affidavit on
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York
and the utility's billing practices as they relate to flex rate contracts. 2003

Case 33231 i - Nucor Steel Auburn, Inc. - Before the New York State Public Service Commission submitted an
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in
New York and the utility's billing practices as they relate to flex rate contracts. 2003

Case 6455/03 - Prepared affidavit for consideration by the Supreme Court of the State of New York as to the
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning
practice for meeting the energy needs of utility customers. 2003

Case 00-M-0504 - New York State Electric and Gas Corporation - Reviewed reasonableness of utility's fully
allocated embedded cost of service study and proposed unbundled delivery rates. 2002

Docket No. TX96-4-001 - On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost
rates for wheeling of wholesale power across distribution facilities. 2002

Case 00-E-1208 - Consolidated Edison: Electric Rate Restructuring - On behalf of Westchester County, addressed
reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001

Case 01-E-0359 Petition of New York State Electric & Gas - Multi-Year Electric Price Protection Plan -
Addressed reasonableness of Price Protection Plan (PPP); presented alternative rate plan that called for 20%
decrease in utility's base rates. 200 l

Case 01-E-0011 .- Joint Petition of Co-Owners of Nine Mile Nuclear Station - Addressed the reasonableness of the
proposed nuclear asset sale and the ratemaldng treatment of the after gain sale proposed by NYSEG. 2001

Docket No. EL00-62-005 - ISO New England Inc. - Submitted affidavit on reasonableness of ISO's proposed
$4.75/kW/month Installed Capability Deficiency Charge. June 2001

Docket No. EL00-62~005 - ISO New England Inc. - Submitted affidavit on reasonableness of proposed
$0.17/kW/month Installed Capability Deficiency Charge. January 200 l

Docket No. 2861 - Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge -
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed
rates. 2001

Case 96-E-0891 - New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial
customer, testified on cost of service considerations regarding NYSEG's earnings performance under the terms of a
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking alternate service from
alternate suppliers. 2000

Docket No. ER99-978-000 - Boston Edison Company: Open Access Transmission Tariff - Testified on design,
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revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for
calculating charges for local network transmission service under open access tariff 1999

Docket Nos. OA97-237-000, et. al..-. New England Power Pool: OATT - Testified on design, revenue requirement,
and reasonableness of proposed formula rate for transmission service, testified to proposed rates, charges, terms and
conditions for ancillary seMces. 1999

Docket No. 2688 -- Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of
base rate increase. 1998

New York State Department of Taxation and Finance Versus Zap co Energy Tactics Corporation - Testified on
behalf of independent power producer in income tax case regarding tax payments associated with electric
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York
State. 1998

Docket No. 2516 - Pascoag Fire District: Utility Restructuring .-- Testified on manner and means for utility's
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services
in deregulated environment. 1997

Case 94-E-0334 - Consolidated Edison: Electric Rates - Led Staff team in review of utility's multi-year rate filing
seeking increased rates of $400 million. Directed team in review of resource planning, power purchase contract
administration, and fuel and purchased power expenses and testified on reasonableness of company's actions
regarding buy-out of contract with an independent power producer and renegotiation of contract with another
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaldng
package that resulted in a three-year rate freeze. 1994

Case 93-G-0996 - Consolidated Edison: Gas Rates - Testified on reasonableness of utility's proposed depreciation
rates. 1994

Case 93-S-0997 - Consolidated Edison: Steam Rates - Testified on reasonableness of utility's resource planning for
steam utility system. 1994

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates - Testified on reasonableness of multi-year
rate plan proposed by the utility. 1994

Case 94-E-0098 - Niagara Mohawk: Electn'c Rates - Reviewed utility's management of its portfolio of power
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates.
1994

Case 93-E-0807 - Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated
with termination of five contracts with independent power producers. 1993

Case 92-E-0814 - Petition for Approval of Curtailment Procedures - Testified on methodology for estimating
amount of power required to be curtailed and staffs estimate of curtailment. 1992

Case 90-S-0938 - Consolidated Edison: Steam Rates - Testified on reasonableness of utility's embedded cost of
service study, and proposed revenue re-allocation and rate design. 1991

Case 91-E-0462 - Consolidated Edison: Electric Rates - Implementation of partial pass-through fuel adjustment
incentive clause. 1991

Case 90-E-0647 - Rochester Gas and Electric: Electric Rates - Analysis and estimation of monthly fuel and
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purchased power costs for use in utility's performance based partial pass-through fuel adjustment clause. 1990

Case 29433 - Central Hudson Gas and Electric: Electric Rates - Analysis of utility's construction budgeting
process, rate year electdc plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility's partial pass-
through fuel adjustment clause. 1987

Case 29674 - Rochester Gas and Electric: Electric Rates - Review of utility's historic and forecast O&M
expenditure levels forecast and rate treatment of profits from wholesale power, and estimation of fuel and purchased
power expenses, and price out of incremental revenues from increased retail sales. 1987

Case 29195 - Central Hudson Gas and Electnlc: Electric Rates - Review of utility's construction budgeting process,
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power,
and estimation of fuel and purchased power expenses. 1986

Case 29046 - Orange and Rocldand Utilities: Electric Rates - Testified on the reasonableness of the utility's
proposed depreciation rates and expense levels. 1985

Case 28313 - Central Hudson Gas and Electric: Electric Rates - Review of utility's construction budgeting process,
analysis of rate year electric plant in service forecast, review of rate year operations and maintenance expense
forecast, forecast and rate treatment ofproiits from sales of wholesale power, estimation of fuel and purchased
power expenses. 1984

Case 28316 - Rochester Gas and Electric: Steam Rates - Price out of steam sales including the review of historic
sales growth, usage patterns and forecast number of customers. 1984

National Association of State Utility Consumer Advocates Annual Conference, 2008 -
"Smart Metering"

Speaker on a case study of

Multiple Interveners Annual Conference -- What Will Impact Market Prices? 1998, Syracuse, New York .- Speaker
on the impact that deregulation would have on market prices for large industrial customers.

IBC Conference - Successful Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC .--
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on
recovery of buyout costs.

Gas Daily Conference - Fueling the Future: Gas' Role in Private Power Projects, 1992, Houston, Texas - Panel
member addressing changing power supply requirements of electric utilities.

Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO.
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Exhibit 2
RUCO Proof of Revenues
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UNS GAS, INC. REVENUE ANNUALIZATION
TEST PERIOD TME JUNE 30, 20o8

RUCO REVENUE ANNUAL . 1
PAGE 1 OF 2

Line
No. Class of Service

Total TY
Unadjusted
Billing Units

Existing Rates
as of Dec 1,

2001
Unadjusted
Revenues Revenue Annualization

Revenue
Annualization
Adjustment

1
2
3

Residential Service (R10)
Customer Charge
Distribution Margin Thermo
TOTAL R10

1 ,507,223
70,723,037

$s.50
$0.3270

$34,867,289

$12,811 ,396
$23,126,433
$35,937,829 $1 ,070,540

4
5
6
7

Residential Service Cares (R12)
Customer Charge
DistributionMargin Therms - Summer
Distribution MarginTherms - Winter
DistributionMargin Therms - Winter
TOTAL R12

80,938
667,584
393,511

2,417,281

$7.00
$0.3270
$0.3270
$0. 1770

$1 ,332,455

$566,566
$218,300
$12a,e78
$427,859

$1 ,341 ,403 $8,947

8
9
10

Small Volume Commercial Service (C20)
Customer Charge
Distribution MarginThermo
TOTAL R20

137,081
30,119,256

$1350
$02638

$9,542,274

$1 ,850,594
$7,945,460
$9,796,053 $253,779

11
12
13

Large Volume Commercial Service (C22)
Customer Charge
Distribution Margin Thermo
TOTAL R22

182
1 ,442,578

$100.00
$0.1718

$258,592

$18,200
$247,835
$266,035 $7,443

125
3,344,634

$100.00
$0_1718

14
15
16

Large Volume Commercial Transportation Service
Customer Charge
DistributionMargin Therms
TOTAL R22 $562,917

$12,500
$574,608
$587,108 $24,191

16
17
18

Small Volume Industrial Sewico (I-30)
Customer Charge
Distribution Margin Therms
TOTAL 130

212
502,579

$13.50
$02356

$119,265

$2,862
$118,408
$121,270 $2,005

19
20
21

Large Volume Industrial Service (I-az)
Customer Charge
Distribution Margin Therms
TOTAL 132

68
1 ,246,247

$100.00
$0_0952

$121,731

$6,800
$118,643
$125,443 $3,712

22
23
24

Large Volume Industrial Transportation Service
Customer Charge
Distribution Margin Therms
TOTAL 132

141
11,443,573

$100.00
$0.0952

$1,070,974

$14,100
51,089,428
$1,103,528 $32,554

25
26
27
28

Small Volume Public Authority (PA-40)
Customer Charge
Customer Charge - CNG
DistributionMargin Thermo
TOTAL pA4o

12,747
82

5,797,679

$13.50
$30.00

$02593
$1 ,652,382

5172,085
$2,460

$1,503,338
$1,677,883 $25,500

29
30
31

Large Volume Publlc Authority (PA-42)
Customer Charge
Distribution Margin Therms
TOTAL PA42

60
1 ,225,072

$100000
$0.1198

$149,735

$6,000
$146,764
$152,764 $3,029



ans GAS, INC. REVENUE ANNUALIZATION
TEST PERIOD TME JUNE a0, 2008

RUCO REVENUE ANNUAL . 1
PAGE 1 OF 2

Existing Rates
as of Dec 1,

2007
Unadjusted
Revenues Revenue Annualization

Revenue
Annualization
Adjustment

Total TY
Line Unadjusted
No. Class of Service Billing Units

Large Volume Public Authority Transportation Service
Customer Charge 86
Distribution Margin Therms 5,127,210
TOTAL PA42

32
33
34

$100.00
$0.1198

$8,600
$614,240
$622,840$611 ,520 $11,320

35
36
37

Special Gas Light Service (PA-44)
Customer Charge Lighting Group A
Customer Charge Lighting Group B
TOTAL PA44

$15.17
$18.20

108
3,58a

145,406 $64,425

$1,638
$65,302
$66,940 $2,515

38
39
40

Irrigation Sewlce iIR-6o)
Customer Charge
DistributionMargin Therms
TOTAL IRs

60
104,267

$13.50
$0.s192

$810
$33,282
$34,092$31 ,451 $2,641

41
42
43

T1 Contract Customers
Customer Charge
Distribution Margin Therms
TOTAL IR60

36
7,564,291

$100.00
$0.0867

$3,600
$655,582
$659,182$658,957 $225

44
45
46

TO - Customer
Customer Charge
Distribution Margin Therms
TOTAL IR60

12
1,151,133

$100.00
$0.0544

$63,777

$1,200
$62,652
$631852 $75

47 Customers 1,739,077

48 Therms 140,998,057

49 Revenue $51,107,743 $52,556,220 $1,448,476
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Exhibit 3
Schedule H - Bill Impacts
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Schedule H-3
Page 1 of 1

UNS Gas, Inc.
Comparison of Present And Proposed Rates

Test Year Ended June 30, 2008

Increase
Present Rate Proposed Rate $ %

Residential Service
Customer Charge
Distribution Margin Therms

$8.50
$0.3270

$10.00
$0.3027

$1 .50
-$0.024s

17.65%
-7.43%

Residential Service Cares (R12)
Customer Charge
Distribution Margin Thermo Summer
Distribution Margin Therms Winter (First 100 Thermo)
Distribution Margin Thermo Winter all additional terms

$1.00
$03270
$0.1770
$03270

$7.00
$0.3270
$0.3270
$0.1770

$000
$0.00
$0.15

-$0.15

0.00%
0.00%

84,75%
-45,87%

Small Commercial Service (020)
CustomerCharge
Distribution Margin Thermo

$13.50
$02638

$15.50
$0.2600

$2.00
-$00038

14.81%
-145%

Large Commercial Service (C22)
Customer Charge
Distribution Margin Thermo

$100.00
$0.1718

$105.00
$01742

$5.00
$0.0024

5.00%
1.42%

Small Volume Industrial Service (I-30):
Customer Charge
Distribution Margin Thermo

$13.50
$02356

$15.50
$02388

$2.00
$0.0032

14.81%
1.35%

Large Volume Indus1riaIService (I-32):
Customer Charge
Distribution Margin Therms

$100.00
$0.0952

$105.00
$00966

$s,00
$0.0014

5.00%
1 .48%

Small Volume PA (PA-40)
Customer Charge
Distribution Margin Thermo

$13.50
$02593

$15.50
$02598

$2.00
$0.0005

14.81%
0.20%

Large Volume PA (PA-42)
Customer Charge
Distribution Margin Thermo

$100.00
$01198

$105.00
$0.12te

$5.00
$0.001B

5.00%
1.53%

Special Gas Light Service (PA-44):
Single Orifice
Double Orifice
Triple Orifice
QuadrupleOrifice

$23.72
$39.53
$54.86
$71 .1 e

$18.41
$36.83
$55.24
$73.66

-$5.31
-$2.70
$0.as
$2.50

-22.37%
-6.83%
0.70%
3.51 %

Irrigation Servloe (IR-60)
Customer Charge
Distribution Margin Therms

$13.50
$0_3192

$15.50
$0_3235

$200
$0.0043

14.81 %
1.35%



Schedule H-4
Page 1 of 6

UNS Gas, Inc.

Typical Bill Comparison - Present And Proposed Rates
Test Year Ended June 30, 200s

Residential Service (R10)
Customer Charge (Sum: Apr - Nov)
Distribution Margin Therms

$8.50
0.3270

$10.00
0.3027

Average Thermo per Month

5

Total Bill
Present Rate

$10.14

Total Bill
Proposed Rate

$11 .51

Proposed
Increase

$
$1 .so

Proposed
Increase

%
13.6%

10 $11.77 $13.03 $1.26 10.7%

20 $15.04 $16.05 $1.01 6.7%

35 $19.95 $20.59 $0.65 3.3%

50 $24.85 $25.13 $0.28 1.1%

75 $33.03 $32.70 ($0-32) -1 .0%

100 $41 .20 $40.27 ($0.93) -2.3%

250 $90.25 $85.67 ($4.58) -5.1 %

500 $172.00 $161_35 ($10.65) ~6.2%

Residential Service (R10)
Customer Charge (Win: Dec-Mar)

Distribution Margin Thermo

$8.50
0.3270

$10.00
$0.3027

Average Therms Der Month
5

Total Bill

Present Rate
$10. 14

Total Bill
Proposed Rate

$11 .51

Proposed
Increase

$
$1 .as

Proposed
Increase

%
13.6%

10 $11.71 $13.03 $1.26 10.7%

20 $15.04 $16.05 $1.01 6.7%

35 $19.95 $20.59 $0.55 3.3%

50 $24.85 $25.13 $0.28 1.1%

75 $33.03 $32.70 ($0.32) -1 .0%

100 $41.20 $40.27 ($0-93) -2.3%

250 $90.25 $85.67 ($4-58) -5.1%

500 $172.00 $161 .35 ($10.65) -6.2%



Schedule H-4
Page 2 of 6

UNS Gas, Inc.
Typical Bill Comparison - Present And Proposed Rates

Test Year Ended June30, 2008

Residential ServiceCares (R12)
Customer Charge (Summer)
DistributionMargin Therms

$7.00
0.3270

$7.00
0.3270

Average Therms perMonth

5

Total Bill
Present Rate

$8.64

Total Bill
Proposed Rate

$8.64

Proposed
Increase

$
$0.00

Proposed
Increase

%
0.0%

10 $10.27 $10.27 $0.00 0.0%

20 $13.54 $13_54 $0.00 0.0%

35 $18.45 $18.45 $0.00 0.0%

so $23.35 $23.35 $0.00 0.0%

75 $31.53 $31.53 $0.00 0.0%

100 $39.70 $39.70 $0.00 0.0%

250 $88.75 $88.75 $0.00 0.0%

500 $170.50 $170.50 $0.00 0.0%

Residential Service Cares (R12)
Customer Charge (Winter)
Distribution Margin Thermo (1 st 100 Therms)
Distribution Margin all additional Therms

$7.00
0,1770
0.3270

$7.00
0.1770
0.3270

Average Therms per Month

5

Total Bill
Present Rate

$7.89

Total Bill
Proposed Rate

$7.89

Proposed
Increase

$
$0.00

Proposed
Increase

%
0.0%

10 $8.77 $8.77 $0.00 0.0%

20 $10.54 $10.54 $0.00 0.0%

35 $13.20 $13.20 $0.00 0.0%

50 $15.85 $15.85 $0.00 0.0%

75 $20.28 $20.28 $0_o0 0.0%

100 $24.70 $24.70 $0.00 0.0%

250 $73.75 $73.75 $0.00 0.0%

500 $155.50 $155.50 $0.00 0.0%
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UNS Gas, Inc.

Typical Bill Comparison- Present And Proposed Rates
Test Year Ended June 30,2008

Small Commercial Service (C20)
Customer Charge
Distribution Margin Therms

$13.50
$02638

$15.50
$02600

Average Thermo per Month
50

Total Bill
Present Rate

$28.69

Total Bill
Proposed Rate

$28.50

Proposed
Increase

$
$1 .81

Proposed
Increase

%
6.8%

100 $39.88 $41.50 $1.62 4.1%

500 $145.40 $145.49 $0.09 0,1%

1,000 $277.30 $275.48 ($1 .82) -0.7%

1 ,500 $40820 $405.48 ($3-72) -0.9%

2,500 $873.00 $665.46 ($7.54) -1.1%

5,000 $1,332.50 $1 ,315.42 ($17.08) -1.3%

7,500 $1 ,992.00 $1 ,965.38 ($26.62) -1 .3%

10,000 $2,651 .50 $2,615.34 ($36.16) -1 .4%

Large CommercialService (C22)
Customer Charge
DistributionMargin Thermo

$100.00
$01718

$105.00
$01142

Average Themls per Month
10,001

TotalBill
Present Rate

$1,81 B

Total Bill
Proposed Rate

$1 ,848

Proposed
Increase

$
$29

Proposed
Increase

%
1 .6%

12,500 $2,248 $2,283 $36 1.6%

15,000 $2,877 $2,719 $42 1.6%

17,500 $3,107 $3,154 $48 1.5%

20,000 $3,536 $3,590 $54 1.5%

25,000 $4,395 $4,461 $86 1.5%

30,000 $5,254 $5,332 $78 1.5%

45,000 $7,831 $7,946 $115 1.5%

75,000 $12,985 $13,173 $188 1.5%
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UNS Gas, Inc.

Typical Bill Comparison - Present And Proposed Rates
Test Year Ended June so, 2008

Small Volume Industrial Service (I-30):
Customer Charge
Distribution Margin Thermo

$13.50
$02356

$15.50
$02388

Average Thorns per Month
50

Total Bill
Present Rate

$25.28

Total Bill
Proposed Rate

$27.44

Proposed
Increase

$
$2.16

Proposed

Increase
%

8.5%

100 $37.06 $39.38 $2.32 5.3%

500 $131.30 $134.90 $a.e0 2.7%

1 ,000 $249.10 $254.29 $5.19 2 1 %

1 ,s00 $366.90 $373.69 $6.79 1.8%

2,500 $602.50 $612.48 $9.98 1 .7%

5,000 $1,191.50 $1 ,209.46 $17.96 1.5%

7,500 $1 ,780.50 $1 ,806.43 $25.93 1.5%

10,000 $2,369.50 $2,403.41 $33.91 1.4%

Large Volume Industrial Service (I-32):

Customer Charge
Distribution Margin Therms

$100.00
$00952

$105.00
$00986

Average Therms per Month
10,001

Total Bill
Present Rate

$1 ,052.10

Total Bill
Proposed Rate

$1 ,071 .20

Proposed
Increase

$
$19.10

Proposed
Increase

%
1 .8%

15,000 $1 ,528.00 $1,554.15 $26.15 1.7%

20,000 $2,004.00 $2,037.21 $33.21 1.7%

30,000 $2,958.00 $3,003.31 $47.31 1 .B%

50,000 $4,880.00 $4,935.51 $75.51 1.8%

75,000 $7,240.00 $7,350,77 $110.77 1.5%

100,000 $9,620.00 $9,766.03 $146.03 1.5%

125,000 $12,000.00 $12,181.29 $181.29 1.5%

150,000 $14,380.00 $14,596.54 $216.54 1.5%



Schedule H-4
Page 5 of 6

UNS Gas, Inc.

Typical Bill Comparison - Present And Proposed Rates
Test Year Ended June 30, 2008

Small Volume Public Authority (PA~40)
Customer Charge
Distribution Margin Therms

$13.50
$02593

$15.50
$02598

Average Therms per Month
50

Total Bill
Present Rate

$26.47

TotalBill
Proposed Rate

$28.49

Proposed
Increase

$
$2.03

Proposed
Increase

%
7.7%

100 $39.43 $41 .48 $2.05 5.2%

500 $143.15 $145.41 $2.26 1.6%

1 ,000 $272.80 $275.32 $2.52 0.9%

1 ,500 $402.45 $405.24 $2.79 0.7%

2,500 $661 .75 $665.06 $3.31 0.5%

5,000 $1 ,310.00 $1 ,314.52 $4.52 0.4%

7,500 $1 ,958.25 $1 ,964.1B $5,9s 03%

10,000 $2,606.50 $2,e13774 $7.24 0.3%

Large Volume Public Authority (PA-42)
Customer Charge
Distribution Margin Therms

$100.00
$0.1198

$105.00
$01216

Average Therms per Month
10,001

Total Bill
Present Rate
$1,29a. 12

Total Bill

Proposed Rate
$1 ,321 .48

Proposed
Increase

$
$23.38

Proposed
Increase

%
1 .8%

15,000 $1 ,897.00 $1 ,929.54 $32.54 1.7%

20,000 $2,496.00 $2,537.71 $41.71 1.7%

30,000 $3,694.00 $3.754.07 $60.07 1.6%

50,000 $6,090.00 $6,188.79 $96.79 1.6%

75,000 $9,085.00 $9_227_BB $142.68 1.6%

100,000 $12,080.00 $12,268.57 $188,57 1 .6%

125,000 $15,075.00 $15,309.47 $234.47 1 .6%

150,000 $18,070.00 518,350.36 $280.36 1 .6%
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UNS Gas, Inc.

Typical Bill Comparison - Present And Proposed Rates
Test Year Ended June 30, 2008

Special Gas Light Service (PA-44):
Customer Charge Lighting Group A
Customer Charge Lighting Group B

$1517
$1820

$18.41
$18.41

Average Montly Customers

Annual Bill

Present Proposed

Proposed
Increase

$

Proposed
Increase

%

The following is an annual delivery billper lamp

Customer Charge Lighting Group A
Customer Charge Lighting Group B

$182.04
$218.40

$220.97
$220.97

$38.93
$257

21 .4%
1.2%

Note: There is no longer a Group A and Group B role. All current customers are applicable to the Single OrificeRate.

Irrigation Service (IR-60)
Customer Charge
Distribution Margin Thermo

$13.50
$0.3192

$15.50
550.3235

Average Therms per Month
50

Total Bill

Present Rate
$29.46

Total Bill
Proposed Rate

$31.68

Proposed
Increase

$
$2.22

Proposed
Increase

%
7.5%

100 $45.42 $47.85 $2.43 5.4%

500 $173.10 $177.25 $4.15 2.4%

1 ,000 $332.70 $339.01 $8.31 1.9%

1 ,500 $492.30 $500.76 $8.46 1.1%

2,500 $81150 $824.27 $12.77 1 .6%

5,000 $1 ,609.50 $1 ,G33.05 $23.55 1 .5%

7,500 $2,407.50 $2,441 .82 $34.32 1 .4%

10,000 $3,205.50 $3,250.59 $45.09 1.4%



UNS Gas Inc.
Residential Bill Count

Test Year Ended June 30, 2008

Schedule H-5
Page 12 of 18

Number of Bills Therms

Cumulative Bills

Bills Percent of Total

Cumulative Themls

Thermo Percent of Tota\

4

9

14

19

24

29

34

39

44

49

9.8%

21 .3%

32.4%

41.9%

48.9%

54.5%

58.9%

62.6%

65.9%

Usage Range - Therms

Lower Upper

RESIDENTIAL SERWCE RATE R-10

0

5

10

15

20

25

30

35

40

45

50 54

55 59

60 64

85 69

70 74

75 79

80 84

85 89

90 94

95

100

105

110

115

120

125

130

135

140

145

150

155

160

165

170

175

180

185

190

195 199

200 299

300 399

400 499

500 999

1,000 1,999

2 2 ,000

99

104

109

114

119

124

129

134

139

144

149

154

159

164

169

174

179

184

189

194

147,084

171,684

166,473

142,975

104,527

84,218

66,359

56,108

48,058

42, 192

39,086

34,616

32,491

29,440

26,766

25,101

23,195

22,160

19,996

18,769

17,015

15,034

14,801

13,521

11,779

11,170

9,920

9,413

8,428

7,011

6,978

6,445

5,794

5,11 s

4,724

4,310

3,945

3,4a8

3,211

2,802

25,268

4,674

1,194

884

76

17

262,849

1,192,055

1,951,888

2,a7e, 119

2,253,814

2,234,609

2,088,008

2,043,097

1,9B4,852

1,950,245

2,000,309

1,941,915

1,983,631

1,942,862

1,898,738

1,903,784

1,872,920

1,898,794

1,812,496

1,793,949

1,709,036

1,647,042

1,632,328

1,558,532

1,415,846

1,397,071

1,289,603

1,270,375

1,179,089

1,101 ,882

1,044,501

996,611

924,943

841,987

800,358

751,397

707,364

642,571

607,402

543,988

5,859,005

1,553,213

518,440

545,180

97,646

44,711

147,084

318,768

485,241

628,216

732,742

816,961

883,320

939,427

987,485

1,029,677

1,068,764

1,103,379

1,135,871

1,165.311

1,192,077

1,217,178

1,240,373

1,262,533

1,282,529

1,301 ,298

1,318,313

1,333,947

1,348,748

1,362,269

1,374,049

1,385,219

1,395,140

1,404,552

1,412,980

1,420,591

1,427,569

1,434,014

1,439,808

1,444,923

1,449,647

1,453,957

1,457,903

1,461,391

1,464,602

1,467,404

1,492,668

1,497,342

1,498,536

1,499,419

1,499,495

1,499,512

68.7%

71.3%

73.6%

75.7%

77.7%

79.5%

81.2%

82.7%

84.2%

85.5%

86.8%

87.9%

89.0%

89.9%

90.8%

91 .6%

92.4%

93.0%

93.7%

94.2%

94.7%

95.2%

95.6%

96.0%

95.4%

96.7%

97.0%

97.2%

97.5%

97.7%

97.9%

99.5%

99.9%

99.9%

100.0%

100.0%

100.0%

262,849

1,454,904

3,406,770

5,782,889

8,036,703

10,271,312

12,359,320

14,402,416

16,387,268

18,337,514

20,337,823

22,279,738

24,263,369

26,206,230

28,104,968

30,008,732

al ,ask ,652

33,780,446

35,592,943

37,386,892

39,095,928

40,742,969

42,375,297

43,933,829

45,349,675

46,746,747

48,036,349

49,306,724

50,4B5,813

51 ,5B7,695

52,632,196

53,628,806

54,553,749

55,395,736

56,196,095

56,947,492

57,654,856

58,297,427

58,904,829

59,448,767

65,307,772

66,860,985

67,379,425

67,924,605

68,022,251

68,066,962

0.4%

2.1%

5.0%

8.5%

11.8%

1 s. 1%

18.2%

21.2%

24. 1 %

28.9%

29.9%

32.7%

35.8%

38.5%

41 .3%

44.1%

48.8%

49.6%

52.3%

54.9%

57.4%

59.9%

82.3%

84.5%

86.8%

88.7%

70.8%

72.4%

74.2%

75.8%

77.3%

78.8%

au. 1 %

81.4%

82.8%

83.7%

B4.7%

85.8%

88.5%

87.3%

95.9%

98.2%

99.0%

99.8%

99.9%

100.0%I



UNS Gas Inc.
Residential Bill Count

Test Year Ended June to, 2008

Schedule H-5
Page 13 of 18

Usage Range - Themes

LOWEY Upper Numberof Bills Thermo

Cumulative Bills

Bills Percent of Total

Cumulative Then'ns

Themes Percent of Total

RESIDENTIAL SERWCE RATE R-12

6.4%

18.9%

31 . 1%

41.8%

49.5%

55.6%

60.4%

64.4%

67.9%

71 . 1%

74.0%

76.4%

78.8%

80.9%

82.9%

84.7%

86.3%

87.8%

89.1%

90.4%

5,459

10,624

10,301

9.085

e.551

5.236

4.038

3.373

3.032

2.653

2.453

2,074

2.031

1,801

1.863

1.530

1.361

1.300

1,140

1.045

903

B23

787

B61

557

504

45s

445

362

91.4%

92.4%

93.3%

94. 1 %

94.8%

145

150

155

160

165

170

175

180

349

258

230

209

167

194

137

128

126

0.3%

2.5%

e. 1 %

10.5%

14.8%

18.7%

22.4%

28.0%

29.7%

33.3%

37.0%

40.4%

44.0%

47.5%

51 .0%

54.4%

57.8%

80.9%

63.9%

88.8%

89.5%

72.0%

74.6%

78.8%

78.8%

80.8%

82.4%

84. 1 %

85.8%

87. 1 as

88.2%

89.3%

90.2%

91.0%

92.0%

92.7%

93.4%

94. 1 %

94.8%

95.2%

99.2%

99.9%

99.9%

100.0%

0 4

5 g

10 14

15 19

20 24

25 29

30 34

35 39

40 44

4,5 49

50 54

55 59

G0 64

65 69

70 74

75 79

80 B4

85 B9

90 94

Q5 99

100 104

105 109

110 114

115 119

120 124

125 129

130 134

135 139

140 144

149

154

159

1e4

169

174

179

184

185 189

190 194

195 199

200 299

300 399

400 499

500 999

98

108

591

70

7

3

12,331

76,405

125,839

158,305

148,395

144,026

131,878

127,317

129,564

127,105

130,177

120,537

128,330

123,19

122,20B

120,151

113,847

115,400

107,205

103,439

94,008

B9,7B3

89,920

7B,915

69,294

85,388

61,736

62,184

s2,a4e

52,376

39,939

36,B71

34,441

28,511

a4,100

24,682

23,850

24,112

19,125

21,712

139,942

23,854

3,151

2,008

5,459

16,082

26,384

35,489

42,019

47,255

51,293

54.667

57,699

60,352

62,805

64,879

66,910

68,711

70,374

71 ,904

73,265

74,565

75,706

76,750

77,653

78,476

79,263

79,923

80,480

80,985

81 ,44a

81,887

82,249

82,598

82,856

83,088

83,295

83,462

83,656

83,793

83,921

84,048

84,145

84,253

84,844

84,914

84,921

84,924

95.4%

95.9%

96.4%

96.9%

97.3%

97.8%

97.8%

98.1%

98.3%

98.5%

98.7%

98.8%

99.0%

99.1%

99.2%

99.9%

100.0%

100.0%

100.0%

12,331

88,737

214,375

370,680

517,076

661 I 102

792,780

920,096

1,049,660

1 v176,765

1,306,942

1,427,479

1,555,808

1,678,943

1,801 , 149

1,921 ,300

2,035,147

2,150,548

2,257,753

2,361,192

2,455,198

2,544,982

2,634,901

2,713,816

2,7aa,111

2,848,497

2,910,232

2,972,417

3,024,762

3,077,138

3,117,077

3,153,949

3,188,389

3,216,901

3,251 ,000

3,275,682

3,299,532

3,323,644

3,342,769

3,364,481

3,504,422

3,528,270

3,531,428

3,533,436
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Residential Bill Oount

Test Year Ended June 30, 2008
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Usage Range - Themas

Lower Upper Number of Bills Themas

Cumulative Bills

Bills Percent of Total

Cumulative Thorns

Themas Pement of Total

SMALL VOLUME COMMERCIAL RATE C-20

0 9

10 19

20 29

30 39

40 49

50 59

60 89

70 79

80 89

90 99

100 109

110 119

120 129

130 139

140 149

159

159

179

189

199

249

299

349

399

449

499

500 599

600 599

700 799

800 899

900 999

1,000 1,499

1,500 1,999

2,000 2,999

3,000 3,999

4,000 4,999

5,000 5,999

6,000 6,999

1,000 7,999

8,000 8,999

9,000 9,999

10,000 10,999

11 ,000 11 ,999

12,000 12,999

13,000 13,999

14,000 14,999

>_ 15,000

150

160

170

180

190

200

250

300

350

400

450

45,637

11,797

7,608

5,567

4,652

3,958

s,a5e

2,aae

2,573

2,254

2,1s7

1,947

1,757

1,558

1,450

1,4a4

1,310

1,173

1,124

1,085

4,395

a,sa4

2,746

2,247

1,958

1,713

2,650

2,oo2

1,545

1,212

916

2,912

1,443

1,145

416

183

132

84

62

37

39

32

22

13

1

g

20

93,478

162,319

180,216

1B7,261

202,215

210,633

211,655

210,179

212,899

209,493

218,373

217,863

214,256

205,156

209,601

216,925

211 ,315

200,443

202,795

206,800

900,820

906,615

871,124

823,754

813,951

796,260

1,419,229

1,267,932

1,129,873

1,005,464

849,267

3,475,058

2,438,885

2,706,208

1,391,628

793,480

712,597

533,014

455,483

303,016

358,260

323,236

244,189

156,847

13,058

127,467

431 ,045

45,637

57,434

65,042

70,609

75,261

79,219

82,575

85,461

88,034

90,298

92,436

94,382

96,139

97,698

99,178

100,612

101,922

103,095

104,219

105,304

109,699

113,083

115,829

118,076

120,033

121,747

124,397

126,399

127,944

129,155

130,071

132,984

134,426

135,572

135,988

136,170

136,303

136,387

136,449

136,486

136,524

136,556

136,578

136,590

136,591

136,600

136,620

33.4%

42.0%

47.8%

51.7%

55.1%

58.0%

80.4%

82.8%

64.4%

66. 1 %

87.7%

89.1%

70.4%

71 .5%

72.8%

73.6%

74.8%

75.5%

78.3%

77.1%

80.3%

82.8%

84.8%

88.4%

87.9%

89. 1 %

91 .1 %

92.5%

93.8%

94.5%

95.2%

97.3%

98.4%

99.2%

99.5%

99.7%

99.5%

99.8%

99.9%

99.9%

99.9%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

93,478

255,798

436,014

623,275

825,490

1,036,123

1,247,778

1,457,958

1,670,857

1,880,350

2,098,724

2,316,587

2,530,842

2,735,998

2,945,599

3,162,524

3,373,839

3,574,282

3,777,076

3,983,877

4,944,697

5,851,312

6,722,436

7,546,190

8,360,141

9,156,401

10,575,631

11,843,563

12,973,436

13,978,920

14,828,187

18,303,245

20,742, 130

23,448,338

24,839,985

25,633,445

26,346,042

26,879,056

27,334,539

27,637,555

27,995,815

28,319,051

28,563,240

28,720,087

28,733,145

28,860,612

29,291,657

0. 3%

0.9%

1 .5%

2.1%

2.8%

3.5%

4.3%

5.0%

5.1%

8.4%

7.2%

7.9%

8.8%

9.3%

10.1 %

10.8%

11 .5%

12.2%

12.9%

13.8%

18.9%

20.0%

23.0%

25.8%

28.5%

31 .3%

35.1%

40.4%

44.3%

47.7%

50.8%

82.5%

70.8%

80.1%

84.8%

87.5%

89.9%

91.8%

93.3%

84.4%

958%

9B.7%

97.5%

98.0%

98.1%

98.5%

100.0%
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Usage Range - Therrns

Lower Upper Number of Bills Themas

Cumulative Bills

Bills Percent d Total

CumulativeThei rs

Therms Percent of Total

LARGE VOLUME COMMERCIAL RATE C-22

0

2 5 0

500

7 5 0

1 ,000

2,000

3,000

4,000

5,000

0,000

7,000

8,000

9,000

10,000

20,000

00,000

40,000

s0,000

249

499

749

999

1 ,999

2,999

3,999

4,999

5,999

6,999

7,999

8,999

9,999

19,999

29,999

39,999

49,999

59,999

51

15

15

1

2

2

5

3

7

6

3

4

3

3 4

12

5

1

1

2,411

5,249

9,297

914

2,581

5,483

19,333

13,056

41,464

42,774

21.534

32,672

26,598

564,529

295,317

161,749

48,128

47,176

51

66

80

81

83

85

90

93

100

107

110

113

116

150

162

166

187

188

30.4%

39. 1 %

47.8%

48.4%

49.5%

50.5%

53.8%

55.4%

59.8%

83.8%

65.2%

67.4%

89.0%

89. 1 %

98.2%

98.9%

99.5%

100.0%

2,411

7,550

1e,957

17,872

20,432

25,915

4s,24a

58,304

99,758

142,542

164,076

196,748

223,348

787,875

1,083,192

1,244,941

1,291,069

1,338,244

0.2%

0.8%

1.3%

1.3%

1.5%

1.9%

8.4%

4.4%

7.5%

10.7%

12.8%

14.7%

18.7%

58.9%

80.9%

98.0%

90.5%

100.0%
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Usage Range - Therms

Lower Upper Number of Bills Theme

Cumulative Bills

Bills Pement of Total
Cumulative Therms

Themes Percent of Total

SMALL VOLUME INDUSTRIAL RATE 1-30

0

250

500

750

1,000

1,500

2,000

2,500

3,000

3,500

4,000

4,500

5,000

5,500

5,000

0,500

7,000

7,500

8,500

9,000

0,500

10,000

11,000

12,000

14,000

19,000

28,000

249

499

749

999

1 ,499

1,999

2,499

2,999

3,499

3,999

4,499

4,999

5,499

5,999

6,499

9,999

7,499

7,999

a,999

9,499

9,999

10,999

11,999

12,999

14.999

19,999

28,999

82

13

17

11

13

8

3

8

13

9

5

7

10

8

1

8

e

3

2

1

1

1

2

2

2

1

1

s,aoo

4,204

Q, 111

8,272

13,631

12,616

6,545

19,539

35,039

28,921

16,855

28,308

47,089

40,151

6,130

46,508

35,617

22,7sx>

16,928

8,968

9,325

9,939

23,175

24,844

28,452

19,143

28,371

B2

95

112

123

136

144

147

155

16B

177

182

189

199

207

208

216

222

225

227

229

230

231

baa

235

238

239

240

34.3%

39.5%

48. 7%

51.4%

66.7%

BD.0%

81.4%

84.8%

70.0%

73.8%

15.1%

78.8%

82.9%

86.2%

se.1%

90.0%

92.4%

93.8%

94.B%

95.2%

95.7%

98.2%

91. 1 %

98. 1 %

99.0%

99.5%

100.0%

s,a00

7,503

15,614

24,886

38,517

51 , 133

57,678

77,217

112,255

141,178

158,031

186,339

233,428

273,579

279,709

326,215

361 ,832

384,622

401,550

410,518

419,843

429,782

452,957

477,800

506,252

525,395

553,756

0.6%

1 .4%

3.0%

4.5%

7.0%

9.2%

10.4%

13.9%

20.3%

25.5%

28.5%

33.0%

42.2%

49.4%

50.5%

58.9%

85.3%

09.5%

72.5%

14. 1 %

15.8%

17.8%

81.8%

88.3%

91 .4%

94.9%

100.0%

Usage Range . Therms

Lower Upper Numberof Bills Therms

Cumulative Bills

Bills Percent of Total

Cumulative Themes

Themes Percent of Tota\

LARGE VOLUME INDUSTRIAL RATE 1-32

0

500

499

999

1 ,999

3,999

4,999

9,999

14,999

19,999

29,999

39,999

49,999

59,999

69,999

t25,000

9

3

1

1

2

9

11

10

G

2

1

1

2

3

517

2,178

1 ,570

a,1a2

8,248

91 ,679

160,059

205,704

162,332

66,882

40,506

52,592

128,029

289,176

9

12

13

14

15

25

36

48

52

54

55

58

57

60

16.7%

20.0%

21.4%

22.9%

25.7%

41.4%

a0.0%

77.1%

87.1%

90.0%

91.4%

92.8%

95.7%

1oo.0%

0.0%

0.2%

0.4%

0.6%

1 .3%

8.9%

22.1%

39.0%

52.4%

57.9%

61.3%

85.6%

76.2%

100.0%

1 ,000

3,000

4,000

s,000

10,000

15,000

20,000

30,000

40,000

50,000

00,000

75,000

517

2,695

4,265

7,447

15,695

107,374

267,433

473,137

835,489

702,351

742,857

795,449

923,478

1,212,653
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Residential Bill Count
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Schedule H-5
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Usage Range - Therms

Lower Upper Number of Bills Them's

Cumulative Bills

Bills Percent of Total

Cumulative Therms

Themes Pewent of Total

SMALL VOLUME PUBLIC AUTHORITY RATE p-40

5,942

1 ,332

1 ,367

46.5%

10.4%

10.7%

5.8%

4.3%

3.3%

2.3%

745

545

418

293

220

203

161

133

B98

301

134

105

97

47

34

4

5,942

1 ,332

1 ,ask

745

545

418

293

220

203

161

133

G98

301

134

105

97

47

34

4

1.7%

1.G%

13%

1.0%

5.5%

2.4%

1.0%

0.8%

0.8%

0

50

100

200

300

400

500

G00

700

800

900

1 ,000

2,000

3,000

4,000

5,000

7,000

10,000

20,000

49

99

199

299

399

499

599

699

799

899

999

1 ,999

2,999

3,999

4,999

6,999

9,999

19,999

29,999

72,013

93,099

190,289

177,867

181,987

181,359

155,157

137,566

146,6B3

131,699

122,012

956,175

711 ,15a

443,779

453,501

545,552

381,443

438,273

91,041

0.4%

0.3%

0.0%

72,013

165, 112

355,400

533,268

715,255

896,614

1,051 ,772

1,189,337

1,336,021

1,467,720

1,589,732

2,545,906

3,257,065

3,700,844

4,154,345

4,599,896

5,081 ,339

5,519,612

5,610,653

1.3%

2.9%

8.3%

9.5%

12.7%

18.0%

18.7%

21.2%

23.8%

26.2%

28.3%

45.4%

58.1%

66.0%

74.0%

aa.a%

90.6%

98.4%

100.0%

Usage Range - Therrns

Lower Upper Numberof Bills Therrns

Cumulative Bills

Bills Percent Of Total

Cumulative Therms

Thermo Percent of Total

LARGE VOLUME puBLic AUTHORIW RATE P42

500

800

799

egg

1

3

1

2

4

4

5

8

3

5

6

8

3

4

7

11

16

24

27

32

38

46

1 ,000

6,000

8.000

10,000

13,000

16,000

19,000

24,000

27,000

30,000

40,000

60,000

5,999

7,999

9,999

12,999

15,999

1B,999

23,999

26,999

29,999

39,909

59,999

70,000

5

2

G05

1 ,742

5,281

26,637

41,881

89.684

44,s41

s2,aso

115,842

199,194

82,833

135,070

235,294

130,475

49

53

58

60

1.7%

5.0%

11.7%

18.3%

26.7%

40.0%

45.0%

53.3%

G3.3%

76.7%

81.7%

88.3%

96.7%

100.0%

605

2.346

7,627

34,264

78,148

165,830

210,411

293,421

409,264

608,458

691 ,290

826,361

1,061 ,655

1,192,130

0. 1%

0.2%

0.6%

2.9%

6.4%

13.9%

17.7%

24.6%

34.3%

51.0%

58.0%

69.3%

89.1 %

100.0%
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number of Bills Themas

Cumulative Bills

Bills percent of Total

Cumulative Therms

Therms Percent of Total

40

3

1

1

1

1

1

1

1

40

43

44

45

46

47

48

49

50

51

52

53

54

55

56

57

58

59

60

66.7%

71 .7%

73.3%

75.0%

76.7%

78.3%

80.0%

81.7%

83.3%

85.0%

86.7%

88.3%

90.0%

91.7%

93.3%

95.0%

96.7%

98.3%

100.0%

0.2%

0.6%

2.4%

4.2%

8.1%

8.3%

10.6%

13.0%

18.0%

19.1%

22.4%

25.9%

29.6%

33.9%

38.4%

49.0%

81.0%

78.1%

100.0%

Usage Range - Themes

Lower Upper

IRRIGATION SERVICE RATE 1-80

0 99

100 199

1,700 1,799

1,800 1,899

1,900 1,999

2,100 2,199

2.200 2,299

2,400 2,499

2,900 2,999

3,000 3,099

3,200 3,299

3,400 3,499

3,800 3,699

4,200 4,299

4,400 4,499

10,500 10,599

11,900 11,999

16,900 16,999

21,700 21 ,799

1

1

1

1

1

1

1

1

1

1

215

406

1,821

1,901

1,982

2,276

2,340

2,545

3,107

3,153

3,411

s,e44

3,1348

4,450

4,es4

10,998

12,416

17,693

22,699

215

620

2,441

4,343

8,325

8,e00

10,941

13,486

t6,593

19,746

23,157

2e,ao2

30,647

35,098

39,751

50,747

63,163

a0,8s6

103,554
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DIRECT TESTIMONY OF WILLIAM A. RIGSBY, CRRA

EXECUTIVE SUMMARY

Oriqinal Cost of Equity Capital - The Residential Util ity Consumer Office

("RUCO") recommends an 8.61 percent original cost of equity capital for UNS

Gas, Inc. ("UNSG" or "Company"). This 8.61 percent original cost figure is based

on the results obtained in a cost of equity analysis, which employed both the

Discounted Cash Flow ("DCF") and Capital Asset Pricing Model ("CAPM")

methodologies. RUCO's recommended 8.61 percent figure is 239 basis points

lower than the Company-proposed cost of equity capital of 11 .00 percent.

Cost of Debt - Based on a review of the costs associated with UNSG's various

debt instruments, RUCO recommends that the Company-proposed 6.49 percent

cost of debt be adopted by the Arizona Corporation Commission ("ACC" or

"Commission").

Capital Structure RUCO recommends that the Company-proposed capital

structure, which is comprised of 50.01 percent debt and 49.99 percent common

equity, be adopted by the Commission.

Original Cost Rate of Return - Based on the results of RUCO's recommended

capital structure, original cost of equity capital, and debt analyses, RUCO

recommends a 7.55 percent original cost rate of return ("OCR OR") for UNSG.

This figure represents the weighted average cost of RUCO's recommended 8.61

1



percent original cost of equity capital and RUCO's 6.49 percent recommended

cost of debt. RUCO's recommended 7.55 percent ocRoR is 120 basis points

lower than the Company-proposed unadjusted 8.75 percent weighted average

cost of capital.

Fair Value Rate of Return - RUCO is recommending a 5.38 percent fair value

rate of return ("FVROR") which is 217 basis points lower than RUCO's

recommended 7.55 percent OCR OR. In arriving at this 5.38 percent FVROR

figure, RUCO considered a range of possible returns that could be applied to the

Company's fair value rate base. The method that RUCO used to arrive at its

recommended 5.38 percent FVROR comports with the provisions of Decision No.

70441, dated July 28, 2008, that resulted from a prior remand proceeding which

involved Chaparral City Water Company. The methodology that RUCO relied on

to arrive at its recommended FVROR figure is explained fully in the testimony of

RUCO witness Ralph Smith.
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1 INTRODUCTION

2

3

4 ("

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilit ies Analyst v employed

by the Residential Utility Consumer Office RUCO") located at  1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Please describe your qualif ications in the field of utilit ies regulation and

your educational background.

I have been involved with utilities regulation in Arizona since 1994. During

that period of t ime I have worked as a ut i l i t ies rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

I hold a Bachelor of Science degree in the f ield of f inance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. I have also been

awarded the professional designation, Cert if ied Rate of Return Analyst

("CRRA") by the Soc iety of  Ut i l i ty and Regulatory Financ ial  Analys ts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

21 been involved with.

22

23

A.

A.

Q.

Q.

1
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1

2

3

4

5

6

7

8

What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are

based on my analysis of UNS Gas, Inc.'s ("UNSG" or "Company")

appl ication for a permanent rate increase ("Appl ication") for the

Company's natural gas distribution operations in northern Arizona and

Santa Cruz County in southern Arizona. UNSG filed the Application with

the ACC on November 7, 2008. The Company has chosen the fiscal year

ended June 30, 2008 for the test year in this proceeding.

9

10

11

Briefly describe UNSG.

UNSG serves  cus tomers  in  a  number  o f  a reas  in  nor thern  Ar izona

12

13

14

15

16

17 UniSource is also the parent

18

19

20

21

including Flagstaff,  Kingman and Prescott.  The Company also provides

service to customers in Santa Cruz County in the southern half  of  the

state. UNSG is a wholly owned subsidiary of UniSource Energy Services,

wh ich  i s  owned by Un iSource  Energy Corpora t ion  ( "Un iSource"  o r

"Parent"), an Arizona corporation, based in Tucson, that is publicly traded

on the New York Stock Exchange ("nosE")*.

company of Tucson Electric Power, the second largest investor owned

elec t r ic  ut i l i t y in  the s tate. In  addi t ion to natura l  gas  d is t r ibut ion,

UniSource also provides electric service through its other subsidiary UNS

Electric, inc., to customers in Mohave and Santa Cruz Counties.

22

1 NYSE ticker symbol UNS.

A.

Q.

A.

Q.

2
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1

2

3

Please explain your role in RUCO's analysis of UNSG's Application.

l reviewed UNSG's Application and performed a cost of capital analysis to

determine a fair rate of  return on the Company's invested capital. In

4

5

6

7

8

9

10

addit ion to my recommended capital structure, my direct test imony wil l

present my recommended costs of common equity and my recommended

cost of long-term debt (the Company has no short-term debt or preferred

stock). The recommendations contained in this test imony are based on

informat ion obtained f rom Company responses to data requests ,  the

Company's Application and from market-based research that I conducted

during my analysis.

11

12

13

14

15

16

17

18

Is this your first case involving UNSG'?

No. In 2003 I was involved with UniSource's acquisit ion of UniSource

Energy Corporat ion's  gas and elec t r ic  assets  f rom Ci t izens '  Ut i l i t ies

Company. The UNSG ent ity was the result  of  that acquisit ion. I also

provided cost of capital testimony in the Company's most recent rate case

proceeding which resulted in Decision No. 70011, dated November 27,

2007. UNSG's present rates were established in that Decision.

19

20

21

22

A.

A.

Q.

Q.

3



Direct Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0571

1

2

3

Were you also responsible for conducting an analysis of the Company's

proposed revenue level, rate base and rate design?

No. Those aspects of the case were handled by two outside consultants.

4 Mr.  Ra lph Smi th ,  o f  Lark in  & Assoc ia tes ,  w i l l  p rov ide tes t imony on

5 RUCO's recommended level of required revenue (based on his

6

7

8

g

adjustments to Company-proposed levels of rate base and operating

expense). Mr. Smith will also provide testimony on the methodology that

RUCO employed to arrive at its recommended rate of return on UNSG's

fair value rate base. Mr. Frank Radigan, of Hudson River Energy Group,

10 will provide testimony on RUCO's recommended rate design.

11

12

13

What areas will you address in your testimony?

I will address the cost of capital issues associated with the case.

14

15

16

Please identify the exhibits that you are sponsoring.

I am sponsoring Schedules WAR-1 through WAR-9.

17

18 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

19

20

21 I

22

23

Briefly summarize how your cost of capital testimony is organized .

My cost of capital testimony is organized into seven sections, First, the

introduction have jus t  p resented  and second,  t he  summary o f  my

testimony that I am about to give. Third, I will present the findings of my

cost of equity capital analysis, which utilized both the discounted cash flow

A.

A.

Q.

A.

Q.

A.

Q.

Q.

4
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1

2

3

4

5

6

7

8 I

9

10

11

12

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

and are the methodologies that the Acc has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this second section I will also provide a brief overview of

the economic climate that UNSG is currently operating in. Fourth, I will

discuss my recommended cost of debt. Fifth, wil l  compare my

recommended capital structure with the Company-proposed capital

structure. Sixth, I will explain my weighted cost of capital recommendation

and seventh, I wil l  comment on UNSG's cost of capital testimony.

Schedules WAR-1 through WAR-Q will provide support for my cost of

13 capital analysis.

14

15 Please summarize the recommendations and adjustments that you will

16

17

address in your testimony.

Based on the results of my analysis of UNSG, I am making the following

18 recommendations:

19

20 I

21

22

23

Oriqinal Cost of Equitv Capital - am recommending an 8.61 percent

original cost of equity capital. This 8.61 percent original cost f igure is

based on the results that I obtained in my cost of equity analysis, which

employed both the DCF and CAPM methodologies. My recommended

A.

Q.

5
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1

2

8.61 percent figure is 239 basis points lower than the Company-proposed

cost of equity capital of 11 .00 percent.

3

4 Cost of Debt - Based on my review of the costs associated with UNSG's

5

6

various debt instruments, I am recommending that the Company-proposed

6.49 percent cost of debt be adopted by the Commission.

7

8 Capital Structure I

9

am recommending that  the Company-proposed

capital structure,  which is comprised of  50.01 percent debt and 49.99

10 percent common equity, be adopted by the Commission.

11

12

13

14

Original Cost Rate of Return - Based on the results of my recommended

capital structure, original cost of equity capital, and debt analyses, l am

recommending a 7.55 percent original cost rate of return ("OCR OR") for

15 UNSG.

16

17

T h is  f i gu re  rep res en t s  t he  w e igh t ed  av e rage  c os t  o f  m y

recommended 8.61 percent original cost of  equity capital and my 6.49

percent  recommended cost  of  debt .

18

My recommended 7.55 percent

OCR OR is 120 basis points lower  t han the Company-proposed

19 unadjusted 8.75 percent weighted average cost of capital.

20

21

22

23

Fair Value Rate of Return - RUCO is recommending a 5.38 percent fair

value rate of return ("FVROR") which is 217 basis points lower than my

recommended 7.55 percent OCR OR. In arr iv ing at  this  5.38 percent

6
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1

2

3

4

5

6

7

FVROR figure RUCO considered a range of possible returns that could be

applied to the Company's fair value rate base. The method that RUCO

used to arrive at its recommended 5.38 percent FVROR comports with the

provisions of Decision No. 70441, dated July 28, 2008, which resulted

f rom a pr ior remand proceeding which involved Chaparral  City Water

Company.2 The methodology that  RUCO re l ied on to  ar r ive  a t  i t s

recommended FVROR figure is explained fully in the testimony of RUCO

8 witness Ralph Smith.

9

10

11

Please explain why RUCO is recommending two different rates of return in

this case?

12

13

14

15

16

17

18

UNSG Gas has chosen to use an average of the Company's original cost

rate base ("()CRB"), which is based on the original book value of plant

assets,  and a rate base derived f rom a reconstruct ion cost  new study

("RCND"), which takes general inflation into consideration, to arrive at a

fair value rate base ("FVRB") which ref lects the current dollar value of

UNSG's original cost rate base. Because general inflation is also reflected

in my OCR OR figure, it is inappropriate to apply it to an OCRB. To do so

19 would result in a double counting of inflation. For this reason RUCO has

20 der ived  a  FVROR wh ich  reduces  my recommended OCR OR by an

21 inflation factor of 217 basis points.

22

2 Chaparral City Water Company has appealed that Decision. The appeal is currently pending
before the Arizona Court of Appeals.

A.

Q.

7
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1

2

3

4

Can you explain further why it is necessary to determine an inflation factor

adjustment to arrive at an OCR OR?

Yes. Unless a ut i l i ty elects to forego an RCND study that restates the

value of the OCRB in current dollars, and agrees to use its OCRB as its

5

6

7

8

9

FVRB, the ut i l i ty's  FVRB is  calculated by averaging i ts  OCRB and i ts

RCND rate bases. Because an RCND study restates the OCRB in current

dol lars  ( through the use of  engineer ing indexes that  contain cer ta in

inf lat ion factors to calculate an RCND rate base), it  is inappropriate to

apply an OCR OR to a FVRB. This is because the OCR OR, l ike the

10 FVRB,  c on t a ins  an  i n f l a t i on  c om ponen t  i n  i t . Consequent ly,  the

11

12

13

14

15

16

17

application of the OCRB rate of return to a FVRB (calculated using the

average of an OCRB and the RCND rate base) produces an inappropriate

level of operating income which reflects an over-counting of the effects of

inflation. As a result, a utility's investors would earn additional operating

income on the effects of inflation, as opposed to only earning a return on

actual investor supplied capital. To remedy this situation, the OCR OR is

adjusted downward by removing the inflation expectation that is

embedded in it.3 This is the same rationale that the Commission relied on18

19 in Decision No. 70441 .

20

21

22

3 In a case where there is deflation, an upward adjustment would be made to account for a level
of deflation.

A.

Q.

8
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1

2

3

Why do you believe that RUCO's recommended 5.38 percent FVROR is

an appropriate rate of return for UNSG to earn on its invested capital?

The FVROR that RUCO is recommending meets the criteria established

4

5

6

7

8

9

in the landmark Supreme Court cases of Bluefield Water Works &

Improvement Co. v. Public Service Commission of West Virginia (262 U.S.

679, 1923) and Federal Power Commission v. Hope Natural Gas

Company (320 U.S. 391, 1944). Simply stated, these two cases affirmed

that a public utility that is efficiently and economically managed is entitled

to a return on investment that instills confidence in its financial soundness,

10

11

12

13

allows the utility to attract capital, and also allows the utility to perform its

duty to provide service to ratepayers. The rate of return adopted for the

utility should also be comparable to a return that investors would expect to

receive from investments with similar risk.

14

15

16

17

18

19

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

and prov ide i ts  shareholders with an adequate rate of  return wi l l  not

continue to supply adequate public utility service to ratepayers.

20

21

22

23

A.

Q.

9
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1

2

3

4

5

6

7

8

9

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment.

That is to say that a utility, such as UNSG, is provided with the opportunity

to earn an appropriate rate of  return i f  the Company's management

exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient.

10

11 COST OF EQUITY CAPITAL

12

13

14

15

16

17

18

What is your recommended cost of equity capital for UNSG?

Based on the results of my DCF and CAPM analyses, which ranged from

5.26 percent to 11.40 percent for a sample of local distribution companies

("LDC"), I am recommending an 8.61 percent original cost of equity capital

for UNSG. My recommended original cost of equity capital figure

represents an average of the results of my DCF and CAPM analyses,

which utilized a sample of publicly traded natural gas local distribution

19 companies ("LDC").

20

21

22

23

A.

Q.

A.

Q.

10
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1 Discounted Cash Flow (DCF) Method

2

3

4

5

6

7

8

9

Please explain the DCF method that you used to estimate UNSG's cost of

equity capital.

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.

the Gordon model), the professor of f inance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of  common stock. The rate that is used to discount these cash10

11 flows back to their present value is often referred to as the investor's cost

12

13

14

15

16

17

18

19

20

21

22

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

A.

Q.

11
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1

2

stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k
D
P Q1

+

03

where: k = the required return (cost of equity, equity capitalization rate),
4

D1
PT

the dividend yield of a given share of stock calculated
5

by dividing the expected dividend by the current market
6

price of the given share of stock, and
7

g = the expected rate of future dividend growth
8

9

10

This formula is the basis for the standard growth valuation model that l

used to determine UNSG's cost of equity capital.

11

12

13

14

15

16

17

18

19

20

In  de te rmin ing  the  ra te  o f  f u tu re  d iv idend growth  f o r  UNSG,  what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

the traditional DCF model's basic underlying assumption that a company's

earnings, dividends, book value and share growth all increase at the same

constant rate of  growth into inf inity. Given these assumptions, if  the

A.

Q.

12
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1 dividend payout rat io remains constant, so does the earnings retention

2 ratio (the percentage of earnings that are retained by the company as

3 opposed to being paid out in dividends). T h i s  be ing  t he  c as e ,  a

4

5

6

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

stated as g = b x r.

7

8

9

Would you please provide an example that will illustrate the relationship

that earnings, the dividend payout ratio and book value have with dividend

10

11

12

growth?

RUCO consultant Stephen Hil l i l lustrated this relat ionship in a Cit izens

Utilities Company 1993 rate case by using a hypothetical utility.4

13

14

15

16

17

18

19

20

21

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

DividendlSh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Table I

Year 2 Year 3

$10.40 $10.82

10% 10%

$1 .04 $1 .082

0.60 0.60

$0.624 $0.649

Year 4

$11 .25

10%

$1 .125

0.60

$0.675

Year 5

$11 .70

10%

$1 .170

0.60

$0.702

Growth

4.00%

N/A

4.00%

N/A

4.00%

22

23

Table I of Mr. Hill's illustration presents data for a five-year period on his

hypothetical utility. In Year 1,  the ut i l i ty had a common equity or book

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p. 25.

4

A.

Q.

13



Direct Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0571

1

2

3

4

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

5 Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

6

7

earnings are retained as opposed to being paid out to investors,  book

value increases to $10.40 in Year 2 of  Mr.  Hi l l 's  i l lustrat ion. Table I

8 presents the results of this continuing scenario over the remaining f ive-

9 year period.

10

11

12

13

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

14

15

16

rate, as discussed earlier, is a function of (1) the internally generated

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

17 b x r,  is also referred to as the

18

dividend growth rate, expressed as g

internal or sustainable growth rate.

19

20

21

If  earnings and div idends both grow at  the same rate as book value,

shouldn't that rate be the sole factor in determining the DCF growth rate?

22 No. Possible changes in the expected rate of return on either common

23 equity or the dividend payout ratio make earnings and dividend growth by

A.

Q.

14
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1 themselves unreliable. This can be seen in the continuation of Mr. HilTs

2 illustration on a hypothetical utility.

3

4

5

6

7

8

9

10

11

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table II

Year 3

$10.82

15%

$1 .623

0.60

$0.974

Year 4

$11 .47

15%

$1 .720

0.60

$1 .032

Year 5

$12.158

15%

$1 .824

0.60

$1 .094

Growth

5.00%

10.67%

16.20%

N/A

16.20%

12

13

14

15

16

17

In the example displayed in Table l l ,  a sustainable growth rate of  four

percents exists in Year 1 and Year 2 (as in the prior example). In Year 3,

Year 4 and Year 5, however, the sustainable growth rate increases to six

percent.6 If the hypothetical utility in Mr. HilTs illustration were expected to

earn a f i f teen-percent return on common equity on a cont inuing basis,

t hen  a  s i x  pe rcen t  l ong- t e rm  ra t e  o f  g row t h  wou ld  be  reasonab le .

18 However, the compound growth rate for earnings and dividends, displayed

19 in the last column, is 16.20 percent. If  this rate was to be used in the

20

21

22

DCF model, the ut i l i ty's return on common equity would be expected to

increase by fifty percent every five years, [(15 percent + 10 percent) - 1].

This is clearly an unrealistic expectation.

5 [ ( Year 2 Earnings/Sh - Year 1 Earnings/Sh ) + Year 1 Earnings/Sh ] = [ ( $1 .04 - $1 .00 )
$1 .00] = [ $0.04 + $1 .00 ] =4.00%

6 [ ( 1 - Payout Ratio ) x Rate of Return 1 = [ ( 1 - 0.60 ) x 15.00% 1 = 0.40 x 15.00% = 6.00%

15
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1

2

3

4

5

6

Although it is not illustrated in Mr. Hill's hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

percent  on occasion,  i t  would be unreal is t ic  to expect  the pract ice to

continue over a sustained long-term period of time.

7

8

9

10

Other than the retention of internally generated funds, as illustrated in Mr.

HilTs hypothet ical example, are there any other sources of new equity

capital that can inf luence an investor's growth expectations for a given

11 company?

12

13

14

15

16

Yes,  a company can ra ise new equi ty capi ta l  external ly. The bes t

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with ut i l i t ies  that  are ei ther in the process of  acquir ing smal ler

systems or providing service to rapidly growing areas.

17

18 How does external equity financing influence the growth expectations held

19

20

21

22

23

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). in the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

A.

Q.

A.

Q.

16
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1 base)

2

3

Because regulators  a l low ut i l i t ies  the oppor tuni ty to  earn a

reasonable ra te  o f  re turn on ra te  base,  an inves tor  would take in to

consideration the effect that a change in book value would have on the

4

5

6

7

8

9

rate of return that he or she would expect the utility to earn. If an investor

bel ieves that  a ut i l i ty's  book value ( i .e.  the ut i l i ty's  earning base) wi l l

increase, then he or she would expect the return on the utility's common

stock to increase. If this posit ive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

10

11

12

13

14

15

16

17

18

19

20

Please provide an example of how external f inancing affects a ut i l i ty's

book value of equity.

As l explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If  these new

shares are purchased at prices that are higher than those shares sold

previously, the util ity's book value per share will increase in value. This

would increase both the earnings base of  the ut i l i ty and the earnings

expectations of investors. However, if  new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors

21

22

23

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

A.

Q.

17



Direct Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0_71

1

2

value per share, there would be no impact on either the utility's earnings

base or investor expectations.

3

4 Please explain how the external component of  the DCF growth rate is

determined.5

6

7

8

In his book, The Cost of Capital to a Public Utility,7 Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

9 The mathemat ical expression for Dr.

10

external f inancing components.

Gordon's growth rate is as follows:

11

12

13 where: g

b14

15 r

g = ( br ) + ( SV )

DCF expected growth rate,

the earnings retention ratio,

the return on common equity,

the fraction of new common stock sold that16 S

17 accrues to a current shareholder, and

18 v funds raised from the sale of stock as a fraction

19

20 and v

21 where: BV

22 MP

of existing equity.

1-i(Bv)+(Mp)1

book value per share of common stock, and

the market price per share of common stock.

7 Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, Ml: Michigan State
University, 1974, pp, 30-33.

A.

Q.
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1

2

Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?3

4

5

6

Yes. The external growth rate estimate (av) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(Br) to arrive at a final sustainable growth rate estimate.

7

8

9

Please explain why your calculat ion of  external  growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

10

11

12

13

14

15

16

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation).

As a result of this situation, I used [(M + B) + 1] + 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

17

18 Has the Commission ever adopted a cost of capital estimate that included

19 this assumption?

20 Yes. In a prior Southwest Gas Corporation rate cases, the Commission

21

22

adopted the recommendat ions of  ACC Staf f 's  cost  of  capital  witness,

Stephen Hill,  who I noted earlier in my testimony. In that case, Mr. Hill

8 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

A.

Q.

Q.

A.

Q.
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1

2

used the same methods that I have used in arriving at the inputs for the

DCF model. His f inal recommendation for Southwest Gas Corporation

3

4 I

5

was largely based on the results of his DCF analysis, which incorporated

the same va l id  market - to-book ra t io  assumpt ion that have  used

consistently in the DCF model as a cost of capital witness for RUCO.

6

7

8 I

9

10

11

How did you develop your dividend growth rate estimate?

analyzed data on two separate proxy groups. A water company proxy

group comprised of three publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") that have similar operating characteristics to water providers.

12

13

14

15

16

17

18

19

Why did you use a proxy group methodology as opposed to a direct

analysis of UNSG?

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with UNSG itself. Consequently it was necessary to create a

proxy by analyzing publicly traded water companies and LDC's with

similar risk characteristics.

20

21

22

23

Are there any other advantages to the use of a proxy?

Yes. As I  noted ear l ier ,  the U.S.  Supreme Court  ru led in the HoDe

d e c i s i o n  t h a t  a  u t i l i t y  i s  e n t i t l e d  t o  e a r n  a  r a t e  o f  r e t u r n  t h a t  i s

A.

A.

Q.

A.

Q.

Q.
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1 commensura te  w i th  t he  re turns  on  inves tments  o f  o ther  f i rms  w i th

2

3

4

5

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

6

7

8

9

10

11

12

13

14

What criteria did you use in selecting the companies that make up your

proxy for UNSG?

All of the LDC's in my sample are publicly traded on the NYSE and are

followed by The Value Line Investment Survey's ("Value Line") natural gas

(distribution) industry segment. All of the companies in the proxy are

engaged in the provision of regulated natural gas distribution services.

Attachment A of my testimony contains Value Line's most recent

evaluation of the natural gas proxy group that I used for my cost of

15 common equity analysis.

16

17

18

19

20

21 Nicor,

22

What companies are included your proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("AGL"), At nos Energy Corp. ("ATO"),

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJl")

A.

A.

Q.

Q.
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1 Southwest Gas Corporation ("SWX"), which is the dominant natural gas

2 provider in Arizona, and WGL Holdings, Inc. ("WGL").

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

Brief ly describe the regions of  the U.S. served by the ten natural gas

LDC's that make up your sample proxy.

The ten LDC's listed above provide natural gas service to customers in the

Middle Atlantic region (i.e. NJI which serves portions of  northern New

Jersey, SJI which serves southern New Jersey and WGL which serves the

Washington D.C. metro area), the Southeast and South Central portions

of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the

Atlanta, Georgia area and PNY which serves customers in North Carolina,

South Carolina and Tennessee), the South, deep South and Midwest (i.e.

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

Colorado and Kansas,  GAS which provides service to northern and

western Illinois, and LG which serves the St. Louis area), and the Pacific

Northwest  ( i .e .  NW N which serves W ashington sta te  and Oregon).

Portions of Arizona, Nevada and California are served by SWX.

18

19 Did the Company's witness also perform a similar analysis using natural

20

21

22

gas LDC's?

Yes,  the Company's witness,  Kenton C.  Grant ,  performed a s imi lar

analysis of publicly traded LDC's.

23

A.

A.

Q.

Q.
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1

2

Does your sample of LDC's include all of the same LDC's that Mr. Grant

included in his sample?

3 Yes.

4

5

6

7

8

9

P leas e  exp la in  you r  DCF g row t h  ra t e  c a l c u la t i ons  f o r  t he  s am p le

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of  the ut i l i t ies inc luded in the

1.0 sample for the histor ical observat ion period 2004 to 2008. Schedule

11

12

13

WAR-5 also includes Value Line's projected 2009, 2010 and 2012-14

values for the retention ratio, equity return, book value per share growth

rate, and number of shares outstanding for the LDC's in my sample.

14

15

16

17 I

18 I

19

20

21

22

Please describe how you used the informat ion displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, will use AGL Resources, Inc., (NYSE symbol

AGL)  as  an  exam p le . The f i rs t  d iv idend growth component  that

evaluated was the internal growth rate. I  us ed  t he  "b  x  r "  f o rm u la

(desc r ibed on  pages  9  and 10)  t o  mu l t ip ly AGL 's  earned re tu rn  on

common equity by its earnings retent ion rat io for each year during the

2004 to 2008 observat ion period to derive the ut i l i ty's  annual internal

23 growth rates. I used the mean average of  th is  f ive-year per iod as a

A.

A.

A.

Q.

Q.

Q.
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1 benchmark against which I compared the projected growth rate trends

2 provided by Value Line. Because an investor is more l ikely to be

3 influenced by recent growth trends, as opposed to historical averages, the

4 five-year mean noted earlier was used only as a benchmark figure. As

5

6

7

8

9

10

shown on Schedule WAR-5, Page 1, AGL's sustainable internal growth

rate increased from 5.45% in 2004 to 6.14% in 2005. The company's

growth rates experienced a pattern of decline during the remainder of the

observation period, which resulted in a 5.49% average over the 2004 to

2008 time frame. Value Line's analysts are forecasting this trend to

continue through 2009 before growth climbs steadily to 5.98% through the

11 2012-14 period. Based on these estimates I believe a 5.30% rate of

12

13

internal growth is reasonable for AGL (Schedule WAR-4, Page 1, Column

A, Line 1).

14

15 Please continue with the extemai growth rate "s x v" component portion of

16

17

18

19

your analysis.

Schedule WAR-5 demonstrates that AGL's share growth averaged just

0.07% over the observation period. Value Line expects future outstanding

shares to increase from 76.90 million in 2008 to 85.00 million by the end of

20 2014. Taking this data into consideration, I am estimating a 1.75% rate of

21 share growth for AGL (Schedule WAR-4, Page 2, Column A, Line 1). I

22 used this estimate to calculate the s x v component of the DCF dividend

23 growth rate. My final dividend growth rate estimate for AGL is 5.58

A.

Q.
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1

2

percent (5.30 percent internal growth + 0.28 percent external growth) and

is shown on Page 1 of Schedule WAR-4.

3

4

5

6

7

what is your average dividend growth rate estimate using the DCF model

for the sample natural gas utilities?

Based on the DCF model, my average dividend growth rate estimate is

6.45 percent, which is also displayed on page 1 of Schedule WAR-4.

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

How do your average dividend growth rate est imates compare with the

growth rate data published by Value Line and other analysts?

My 6.45 percent estimate is 14 basis points lower than the 6.59 percent

consensus projections published by Zacks Investment Research

("Zacks"), exhibited in my Attachment B, and 12 basis points higher than

Value Line's 4.33 percent projected estimates. As can also be seen on

Schedule WAR-6, the 6.45 percent estimate that I have calculated is 77

basis points higher than the 5.68 percent f ive-year historical average of

Value Line data (on Eps, DPS and BVPS) and is 123 basis point higher

than the 5.22 percent  average of  the 5-year EPS means prov ided by

Zacks, and the aforementioned percent f ive-year historical average of

Value Line data. In fact,  my 6.45 percent est imate is 383 basis points

higher than the 2.62 percent Value Line 5-year compound history that is

also displayed on Schedule WAR-6. Based on the information presented

in Schedule WAR-6, I would say that my 6.45 percent estimate, which falls

A.

A.

Q.

Q.
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1

2

between Zack's and Value Line's projections, is a fair representation of the

growth estimates presented by securities analysts at this point in time.

3

4

5

6

7

8

9

10

How did you calculate the dividend yields displayed in Schedule WAR-3?

I used the estimated annual dividends, for the next twelve-month period,

that appeared in Value Line's March 13, 2009 Ratings and Reports

Natural Gas Utility update. I then divided those figures by the eight-week

average price per share of the appropriate utility's common stock. The

eight-week average price is based on the daily closing stock prices for

each of the companies in my proxies for the period March 30, 2009 to May

11 22, 2009.

12

13

14

15

Based on the results of  your DCF analysis,  what is your cost of  equity

capital estimate for the LDC's included in your sample?

As shown in Schedule WAR-2, the cost of equity capital derived from my

16 DCF analysis is 11.40 percent.

17

18

19

20

21

22

23

A.

Q.

A.

Q.
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1 Capital Asset Pricing Model (CAPM) Method

2 Please explain the theory behind CAPM and why you decided to use it as

3 an equity capital valuation method in this proceeding.

4 CAPM is a mathematical tool that was developed during the early 1960's

5 by William F. Sharped, the Timken Professor Emeritus of Finance at

6 Stanford University, who shared the 1990 Nobel Prize in Economics for

7 research that eventually resulted in the CAPM model. CAPM is used to

8 analyze the relationships between rates of return on various assets and

9 risk as measured by beta.1° In this regard, CAPM can help an investor to

10 determine how much risk is associated with a given investment so that he

11 or she can decide if  that investment meets their individual preferences.

12 Finance theory has always held that as the risk associated with a given

13 investment  increases,  so should the expected rate of  return on that

14 investment and vice versa. Accord ing to  CAPM theory,  r isk can be

15 classified into two specific forms: nonsystematic or diversifiable risk, and

16 systematic or non-diversifiable risk. While nonsystematic risk can be

17 virtually eliminated through diversification (i.e. by including stocks of

18 various companies in various industries in a portfolio of securities),

19 systematic risk, on the other hand, cannot be eliminated by diversification.

9 William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No.
2 (January 1963), pp. 277-93.

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market, and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.

10

A.

Q.
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1

2

3

Thus, systematic risk is the only risk of importance to investors. Simply

stated, the underlying theory behind CAPM states that the expected return

on a given investment is the sum of a risk-free rate of return plus a market

4

5

risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

6 follows:

7

8

9 where: k

10 ff

B

k= f'f+[f3(l"m-llf)]

the expected return of a given security,

risk-free rate of return,

11 beta coefficient, a statistical measurement of a

12

13 rm

14 rm'rf

security's systematic risk,

average market return (e.g. S8<P 500), and

market risk premium.

15

16 What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?17

18

19

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.

20

21

22

23

A.

Q.
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1

2

3

4

Please explain why U.S. Treasury instruments are regarded as a suitable

proxy for the risk-free rate of return?

As cit izens and investors,  we would l ike to believe that U.S. Treasury

securi t ies (which are backed by the ful l  fai th and credit  of  the United

5

6

7

8

9

10

States Government) pose no threat of default no matter what their maturity

dates are. However, a comparison of various Treasury instruments will

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components," a real rate

of interest (believed to be approximately 2.00 percent) and an inflationary

expectation. When the real rate of interest is subtracted from the total

11

12

13

14

treasury yield, all that remains is the inflationary expectation. Because

increased inflation represents a potential capital loss, or risk, to investors,

a higher inflationary expectation by itself represents a degree of risk to an

investor. Another  way of  looking at  th is  is  f rom an opportuni ty cos t

15 standpoint. When an investor locks up funds in long-term T-Bonds,

16

17

18

19

20

compensat ion must  be prov ided for  fu ture inves tment  oppor tuni t ies

foregone. This is often described as maturity or interest rate risk and it

can af fec t  an investor  adversely i f  market  rates  increase before the

instrument matures (a rise in interest rates would decrease the value of

the debt instrument). As discussed ear l ier  in the DCF port ion of  my

11 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

A.

Q.
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1 testimony, this compensation translates into higher rates of returns to the

2 investor.

3

4 What security did you use for a risk-free rate of return in your CAPM

5

6 I

7

8

9

analysis?

used an eight-week average of  the yields on a 5-year U.S. Treasury

instrument. The yields were publ ished in Value Line's  Select ion and

Opinion publication dated April 3, 2009 through May 22, 2009 (Attachment

C). This resulted in a risk-free (ff) rate of return of 1.87 percent.

10

11

12

13

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

14

15

16

17

18

19

20

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to f ive years ,  the yie ld on a 5-year U.S.  Treasury ins t rument  c losely

matches the investment period or, in the case of regulated util it ies, the

period that new rates will be in effect.

21

22

A.

A.

Q.

Q.
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1

2

3

4

5

6 I

7

8

9

10

How did you ca lcu late the market  r isk premium used in  your CAPM

analysis?

I used both a geometric and an arithmetic mean of  the historical total

returns on the S&P 500 index f rom 1926 to 2007 as the proxy for the

market rate of return (rm). For the risk-free portion of the risk premium

component (rf), used the geometric mean of the total returns of long-term

government bonds for the same eighty-one year period. The market risk

premium (rm - rf) that results by using these inputs is 5.10 percent (10.40%

- 5.30% = 5.10%). The market risk premium that results by using the

arithmetic mean calculation is 6.80 percent (12.30% - 5.50% = 6.80%).

11

12

13

14

15

16

17

18

19

20 The beta

21

How did you select the beta coeff icients that were used in your CAPM

analysis?

The beta coef f icients (B),  for the individual ut i l i t ies used in both my

proxies, were calculated by Value Line and were current as of March 13,

2009. Value Line calculates its betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

for  the i r  long-te rm tendency to  converge toward  1 .00 .

coefficients for the LDC's included in my sample ranged from 0.60 to 0.75

22 with an average beta of 0.67.

23

A.

A.

Q.

Q.
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1

2

3

4

5

what are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 5.26 percent. My calculation using an

arithmetic mean results in an average expected return of 6.39 percent.

6

7 Please summarize the results derived under each of the methodologies

8

9

10

presented in your testimony.

The fol lowing is a summary of  the cost of  equity capital derived under

each methodology used:

METHOD RESULTS

11

12

13

14

15

DCF

CAPM

11.40%

5.26% - 6.39%

16

17

18

Based on these results, my best estimate of an appropriate range for an

original cost of equity capital for UNSG is 5.26 percent to 11.40 percent.

My final recommended original cost of equity capital figure is 8.61 percent.

19

20

21

22

23

A.

A.

Q.

Q.
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1 Q

2

3

4

5

How did you arrive at your recommended original cost of equity capital

figure of 8.61 percent?

My recommended original cost of equity capital f igure of 8.61 percent is

the average of my DCF and CAPM results. The calculation can be seen

on Page 3 of Schedule WAR-1 .

6

7

8

g

10

11

How does your recommended original cost of equity capital compare with

the cost of equity capital proposed by the Company?

The 11.00 percent cost of equity capital proposed by the Company is 239

basis points higher than the 8.61 percent original cost of equity capital that

I am recommending.

12

13 Current Economic Environment

14

15

Please explain why i t  is  necessary to cons ider the current  economic

env ironment  when performing a cost  of  equi ty capi ta l  analys is f o r  a

16

17

regulated utility.

Consideration of the economic environment is necessary because trends

18

19

20

21

22

23

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

A.

Q.

A.

A.

Q.
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1

2

3

Please discuss your analysis of the current economic environment.

My analysis inc ludes a brief  review of  the economic events that  have

occurred s ince 1990.

4

Schedule WAR-8 displays various economic

indicators and other data that I will refer to during this portion of my

5 testimony.

6

7

In 1991,  as measured by the most  recent ly rev ised annual change in

gross domestic product ("GDP"), the U.S. economy experienced a rate of

8 growth of  negat ive 0.20 percent . Th is  dec l ine  in  GDP marked the

g

10

11

12

beginning of a mild recession that ended sometime before the end of the

first half of 1992. Reacting to this situation, the Federal Reserve Board

("Federal  Reserve" or "Fed") ,  then chaired by noted economist  Alan

Greenspan, lowered its benchmark federal funds rate in an ef for t  to

13 further loosen monetary constraints an act ion that  resulted in lower

14 interest rates.

15

16

17

18

19

20

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well.

By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

12 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.

A.

Q.
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1

2

rate on loans to its member banks had fallen to 3.00 percent and short-

term interest rates had declined to levels that had not been seen since

3 1972.

4

5

6

7

8

9

10

11

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft  landing." That  is  to say that  the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

12 without incurring either a prolonged recession or runaway inflation.

13

14 Did the Federal Reserve achieve its goals during this period?

15 Yes. The Fed's strategy of  decreasing interest rates to st imulate the

16

17

18

19

20

21

22

23

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of  1997 and 1998 respect ively. Based on daily reports that  were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be lit t le doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and Internet company start-ups (with

A.

Q.
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1

2

3

4

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

pushed stock prices and market indexes to all time highs from 1997 to

2000.5

6

7 What has been the state of the economy since 2001?

8

9

10

11

12

13

14

15

16

17

18

19

The U.S.  economy entered into a recess ion near the end of  the f i rs t

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist  at tacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutt ing act ions through December

20 2001 | Prior to the 9/11 at tacks,  commentators,  report ing in both the

21

22

23

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutt ing rates in the

hope of avoiding a recession.

A.

Q.
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1

2

3

4

5

6

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

have bottomed out during the last quarter of 2001 - a lackluster economy

persisted. The continuing economic malaise and even fears of possible

deflat ion prompted the FOMC to make a thirteenth rate cut on June 25,

7 2003. The quarter  point  cut  reduced the federal  funds rate to 1.00

8 percent, the lowest level in forty-five years.

g

10

11

12

13

Even though some s igns  of  economic  s t rength,  main ly at t r ibuted to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

14

15

16

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

17

18

19

two-day meeting that ended on January 28, 2004, the FOMC announced

" tha t  w i th  in f la t ion  ' qu i te  low '  and p len ty o f  excess  capac i t y in  t he

'can be patient in removing its policyeconomy, policy-makers

accommodation. 320

21

22

la Wolk, Martin,"Fed holds interest rates steady," MSNBC, January 28, 2004.
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1 What actions has the Federal Reserve taken in terms of interest rates

2

3

4

5

6

7

8

9

10

11

12

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FoMc reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the f inal appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On  t ha t  sam e day,  Greenspan ' s  successor ,  Ben

Bernanke, the former chairman of the President 's Council of Economic

13

14

15

16

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor lef t  of f  and increased the federal funds rate by 25 basis

17

18

19

20

21

po in t s  dur ing  each o f  t he  next  t h ree  FOMC meet ings  fo r  a  t o ta l  o f

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of  5.25 percent. The Fed's rate increase

campaign f inally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

22

23

A.

Q.
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1 What was the reaction in the financial community to the Fed's decision not

2 to raise interest rates?

3

4

5

As in the past,  banks fol lowed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

6

7

8

How did analys ts  v iew the Fed's  ac t ions  between January 2001 and

August 2006?

9

10

11

12

13

14

15

16

17

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economy.14 In other words, the Fed was

trying to head off inflation before it  became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

raise rates were viewed as a gamble that a slower U.S. economy would

help to cap growing inflationary pressures.15

18

19

20

14 McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point," The Wall Street
Journal, September 22, 2004. -

15 Ip, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wall Street
Journal Onfine Edition, August 8, 2006.

A.

A.

Q.

Q.
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2

3

4

5

6

7

Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady?

Yes, however, as pointed out in an August 2006 article in The Wall Street

Journal by E.S. Browning, soft landings - l ike the one that the Fed

managed to pull off during the 1994-95 time frame, in which a recession or

a bear market were avoided - rarely happens. Since it began increasing

the federal funds rate in June 2004, the Fed had assured investors that it

8

9

10

11

w o u l d  i n c r e a s e  r a t e s  a t  a  " m e a s u r e d "  p a c e . Many ana l ys t s  and

economis ts  interpreted th is  language to mean that  former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of  the Fed's few blunders

12

13

14

15 According to Mr. Browning, at the time that

16

17

18

19

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis".

his art icle was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation,

but  not  enough to choke of f  growth. " in other words,  "a 'Goldi locks

economy,' in which growth is not too hot and not too cold."

20

16 Browning, E.S, "Not Too Fast, Not Too Slow...,"
21, 2006.

The Wall Street Journal Online Edition, August

17 Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004.

A.

Q.
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4

5

6

7

8

9

10

Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washinqton Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low,

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip."18

11

12

13

14

15

16

17

18

19

20

What has been the state of the economy over the past two years?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the ninth straight time and left its target rate

18 Henderson, Nell, "Bullish on Bernanke" The Washington Post, January 30, 2007.

A.

A.

Q.

Q.
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4

5

6

7

8

9

unchanged at 5.25 percent." At the t ime of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession was beginning to surface. Within days of the Fed's decision to

stand pat  on rates,  a borrowing cr is is  rooted in a deter iorat ion of  the

market for subprime mortgages and securit ies linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit  markets.2° By Friday, August 17, 2007, after a turbulent

10 week on Wall Street, the Fed made the decision to lower its discount rate

11

12

13

14

(Le. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal the Fed had used all of its tools to15 21
|

16

17

18

restore normalcy to the financial markets. If the markets failed to settle

down, the Fed's only weapon lef t  was to cut the Federal Funds rate -

possibly before the next  FOMC meet ing scheduled on September 18,

2007.19

20

19 up, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth" The Wall Street Journal, August
8, 2007

20 Ip, Greg,"Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

21 up, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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1 Did the Fed cut  rates as a result  of  the subprime mortgage borrowing

2 crises?

3

4

5

6

7

8

g

10

11

12

Yes. At  i ts  regularly scheduled meet ing on September 18,  2007,  the

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's  act ion was seen as an ef for t  to curb the

aforementioned slowdown in the economy. Over the course of the next

four months,  the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

13 29, 2008.

14

15 What actions has the Fed taken in regard to interest rates over the past

16

17

18

19

20

21

year?

The Fed made two more  ra te  cu ts  wh ich  inc luded a  75  bas is  po in t

reduction in the federal funds rate on March 18, 2008 and an additional 25

basis point reduction on April 30, 2008. The Fed's decision to cut rates

was based on its belief that the slowing economy was a greater concern

than the current rate of inf lat ion (which the majority of FOMC members

A.

A.

Q.

Q.
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believed would moderate during the economic slowdown).22 As a result of

the Fed's actions, the federal funds rate was reduced to a level of 2.00

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorating financial condition

which had now become a worldwide crisis. The administrations actions

10

11

12

included former Treasury Secretary Henry Paulson's request to Congress

for $700 billion to buy distressed assets as part of a plan to halt what has

been described as the worst financial crisis since the 1930's23. Amidst this

13

14

15

16

17

18

19

20

turmoil, the Fed made the decision to cut the federal funds rate by another

50 bas is  points  in a coordinated move wi th foreign cent ral  banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meet ing on October 29,  2008. At  the t ime of  th is

writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008. After FOMC

meet ings in January,  March and Apri l  of  2009,  the Fed elected not  to

make any changes in the federal funds rate, stat ing in January that the

22 Ip, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal,
March 19, 2008

23 Solo ran, Deborah, Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008
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1 H24

2

3

4

rate would remain low "for some t ime. Presently, the Fed's discount

rate is at 0.50 percent, a level not seen since 19405.25 Based on data

released during the early part of December 2008, the U.S. is now officially

in a recession which began in December of 2007.

5

6

7

Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?

8

9

U.S. Treasury instruments are for the most part  st i l l  at  historically low

levels. The Fed's actions have also had the overall effect of reducing the

10

11

12

cost of many types of business and consumer loans. As can be seen in

Schedule WAR-8, the previously mentioned federal discount rate (the rate

charged to the Fed's member banks), has fallen to 0.50 percent from 2.25

13 percent in 2008.

14

15

16

17

18

19

20

What has been the trend in other leading interest rates over the last year?

As of May 13, 2009, the leading interest rates have all dropped from the

levels that existed a year ago (Attachment C, Value Line Selection &

Opinion page 3529). The prime rate has fallen from 5.00 percent a year

ago to 3.25 percent. The benchmark federal funds rate, just discussed,

has decreased from 2.00 percent, in May 2008, to a level of 0.25 percent

Hilsenrath, Jon and Liz Rappaport, "Fed Weighs Idea of Buying Treasurys as Focus Shifts"
The Wall Street Journal, January 29, 2009

24

2s Hilsenrath, Jon, "Fed Cuts Rates Near Zero to Battle Slump" The Wall Street Journal,
December 17, 2008

A.

A.

Q.

Q.
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1 (as a result of the December 16, 2008 rate cut discussed above). The

2

3

4

5 a "conundrum"26,

6

7

yields on al l  of  the non-inf lat ion protected maturit ies of  U.S. Treasury

instruments exhibited in my Attachment C have also decreased over the

past year. A previous trend, described by former Chairman Greenspan as

in  wh ich  long- te rm  ra tes  f e l l  as  shor t - t e rm  ra tes

increased, thus creating a somewhat inverted yield curve that existed as

late as June 2007, is completely reversed and a more tradit ional yield

8

9

10

curve (one where yields increase as maturity dates lengthen) presently

exists (Attachment C). The 5-year Treasury yield, used in my CAPM

analysis, has fallen from 3.20 percent, in May 2008, to 1.98 percent as of

11 May 13 ,  2009 . The 30-Year  T reasury cons tant  matur i t y ra te  a lso

12

13

14

decreased from 4.61 percent over the past year to 4.10 percent. These

current  yie lds  are cons iderably lower than corresponding yie lds  that

exis ted dur ing the ear ly n inet ies  and at  the beginning of  the current

15 decade (as can be seen on Schedule WAR-8).

16

17 What is the current outlook for the economy?

18

19

20

21

Value Line's analysts have become more optimistic in their outlook on the

economy as of late and had this to say in their Quarterly Economic Review

that appeared in the May 29, 2009 edit ion of Value Line's Selection and

Opinion publication:

be Wolk, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005

A.

Q.
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19

We probably have seen the low point in the business cycle, with the
six month period from early last fall through late this winter likely having
marked that trough. The business outlook, which deteriorated steadily
during this time-with housing, auto demand, retail sales, manufacturing,
and on manufacturing all slumping in tandem- has grown less troubling
in recent weeks. The lessening in the recession's clout suggests that the
U.S. gross domestic product, which fell 6.3% in the fourth quarter of
2008 and by 6.1% in the opening period of this year, will decline by less
than half that amount in the quarter that ends on June 30th. It should be
noted that the surveys being issued largely detail a reduction in the
economic downturn's severity, rather than any appreciable pickup in
strength. In our v iew, we are sti l l months away from a sustained
business upturn. The best that seems ahead in the next 12 to 18 months
is an uneven and understated recovery, with quarterly growth only
gradually rising above 2%. We think it will be late 2010 or early 2011
before the economy really gets rolling.

What is Value Line's outlook for interest rates?

20 In the Selection and Opinion publication noted above, Value Line's

21 analysts had this to say:

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

Interest Rates: Late last year, with the threat of a deepening recession,
or worse, increasing by the day, the Federal Reserve voted to lower the
Federal Funds rate (the rate charged on overnight loans between banks)
to near zero. That is where they remain now and are likely to stay for a
year or more. Other short-term interest rates - notably on three-and
six-month Treasury bills - remain negligible, as do yields on money
market funds and bank certificates of deposit of short duration. Longer-
term fixed-income instruments (i.e., 10-year Treasury notes and 30-year
Treasury bonds), where yields are more closely tied to long-range
inflationary expectations, are also low by recent standards, at 3.2% and
4.2%, respectively. Here, though, yields are trending higher, as some
market forecasters opine that inflation will pose a problem later in the
pending business recovery. Time will tell if such worries are justified.
Long-term interest rates are not yet serious competition for stocks, but
they could become so with even a moderate further increase.

38 Q. What is Value Line's opinion on the current rate of inflation?

39 Also in the Selection and Opinion publication noted above, Value Line's

40 analysts had this to say:

41

42

A.

Q.

A.
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Inflation: The major story here has been the ratcheting down of inflation
since late last year, when declining global economic activity and plunging
oil prices helped bring about selective deflation, or falling prices.
Producer (wholesale) and consumer prices fell further during the opening
quarter of 2009, albeit less sharply than in the preceding three months,
as demand for labor, raw materials, and energy all contracted. The
threat of deflation now seems to be lessening, as the decline in
economic activity slows. Our sense is that aggregate price changes will
be limited in the second quarter of this year and that inflation will start to
selectively edge higher by the fourth quarter. Somewhat higher producer
and consumer prices are likely in 2010. We think it will be 2011 or 2012,
before there is much chance of an inflation problem.

14 How are natural gas utilities faring in the current economic environment?

15 Natura l  gas  u t i l i t i es  appear  t o  be  do ing  we l l  and  represen t  a  sa fe

16 investment according to Value Line analyst Richard Gallagher. In the

17 March 13, 2009 quarterly update on the natural gas industry Mr. Gallagher

18 stated the following:

19
20
21
22
23
24
25

The Natural Gas Utility Industry has performed well in recent months.
This is impressive given the weak economy and a tough regulatory
environment. Despite these challenges, companies in this sector
continue to deliver solid results and represent a relatively safe option
amid the turmoil in the world's financial markets. As a result, this group
has risen near the top of our industry spectrum.

26 Mr. Gallagher went on to state:

27
28
29
30
31
32
33
34
35
36
37
38
39

The global economy continues to struggle. Tight credit and a slumping
real estate market are among the main factors contributing to the
recessionary environment. Furthermore, these conditions continue to
weigh on results in this sector. Indeed, usage continues to decline as
customers have become more cost conscious. Moreover, bill collection
has become increasingly difficult as unemployment and foreclosures
continue to rise. Despite the aforementioned conditions, investors should
note that this group is an interesting defensive play, While these factors
will likely continue to impact the utilities, this industry should perform well
compared to the rest of the market in the months ahead. Natural Gas
Utilities generally have solid balance sheets and predictable cash flows,
which is appealing given the weakness in the economy.

40

41

A.

Q.
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1 Mr. Gallagher concluded:

2
3
4
5
6
7
8
9

10
11

The Natural Gas Utility sector has climbed near the top of our industry
spectrum in recent months. Indeed, it features numerous timely stocks.
In fact, UGI holds our highest rank (1) for Timeliness. However, various
other companies are ranked to outperform the market over the coming
six to 12 months. What's more, the majority of the equities in this industry
offer above-average yields. Most notably, Nicor, AGL Resources and
At nos Energy all offer attractive layouts supported by steady cash
flows. Therefore, investors looking for a good play in the year ahead
should consider some of the names in this group.

12

13

After weighing the economic information that you've just discussed, do you

believe that the cost of equity that you have estimated is reasonable for

14 UNSG?

15

16

17

18

I believe that my recommended cost of equity will provide UNSG with a

reasonable rate of return on the Company's invested capital when

economic data on interest rates (that are still low by historical standards)

and a low and stable outlook for inflation are all taken into consideration.

19 As I noted earlier, the Hone decision determined that a utility is entitled to

earn a rate of return that is commensurate with the returns it would make20

21 on other investments with comparable risk. I bel ieve that my DCF

22 analysis has produced such a return.

23

24 COST OF DEBT

25

26

Have you reviewed UNSG's testimony on the Company-proposed cost of

long-term debt?

27 Yes, I have reviewed the testimony prepared by Mr. Grant.

28

A.

Q.

Q.

A.
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2

3

Do you agree with Mr. Grant 's inclusion of the amort ized debt discount

and expenses and losses at t r ibuted to reacquired debt  and the credit

facility fees to arrive at his final cost of debt figure of 6.49 percent?

4 Yes.

5

6

7 I

8

What cost of long-term debt are you recommending for UNSG?

am recommending that the Commission adopt the Company proposed

cost of debt of 6.49 percent. ,

9

10 CAPITAL STRUCTURE

11

12

13

Have you reviewed UNSG's testimony regarding the Company's proposed

capital structure?

Yes.

14

15

16

17

18

Please describe the Company's proposed capital structure.

The Company is proposing that  the Commission adopt the Company's

actual test year capital structure comprised of 50.01 percent long-term

debt and 49.99 percent common equity.

19

20

21 I

22

23

what capital structure are you proposing for UNSG?

am also recommending that the Commission adopt the Company's

actual test year capital structure comprised of 50.01 percent long-term

debt and 49.99 percent common equity.

A.

A.

Q.

A.

A.

Q.

A.

Q.

Q.

Q.
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6

Is UNSG's actual capital structure in line with industry averages?

For the most part yes. UNSG's actual test year capital structure is very

close to the capital structures of the LDC's included in my cost of capital

analysis. As can be seen in Schedule WAR-9, the capital structures for

those utilities averaged approximately 46 percent for debt and 54 percent

for equity (53.4 percent common equity + 0.7 percent preferred equity).

7

8 WEIGHTED cosT OF CAPITAL

9

10

11

12

13

14

15

16

17

18

19

20

21

22

How does the Company's  proposed weighted average cost  of  capi tal

compare with your recommendation?

The Company has proposed an unadjusted weighted average cost  of

capital of 8.75 percent. This composite figure is the result of a weighted

average of  UNSG's proposed 6.49 percent cost  of  long-term debt and

11.00 percent  cost  of  common equity. The Company-proposed 8.75

percent OCRB weighted cost of capital is 120 basis points higher than the

7.55 percent OCRB weighted cost that I am recommending which is the

weighted cost of my recommended 6.49 percent cost of long-term debt

and my recommended 8.61 percent  cos t  o f  common equi t y. In  i t s

Application, the Company makes a 79 basis point upward adjustment to

the aforementioned 8.75 percent weighted average cost of capital in order

to arr ive at  a 9.54 percent  OCR OR that  produces the same level  of

operating income as the Company-proposed 6.80 percent FVROR does.

23

A.

A.

Q.

Q.
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1

2

How does the Company's proposed FVROR of 6.80 percent compare with

RUCO's recommendation?

3

4

The Company has proposed a FVROR of 6.80 percent which is 142 basis

points higher than the 5.38 percent FVROR that RUCO is recommending.

5

6

7

Why is RUCO recommending a FVROR that is lower than the OCR OR

that was derived from the results of your DCF and CAPM analyses?

8 As I explained earl ier in my test imony,  the lower FVROR removes an

9 inflation expectation that is embedded in the OCR OR. The method that

10

11

12

13

14

15

16

17

18

RUCO has relied on to arrive at its recommended 5.38 percent FVROR is

consistent  with the provis ions contained in Decis ion No. 70441 which

es tabl ished a FVROR for  Chaparra l  Ci ty W ater  Company ( "Remand

Proceeding"). Dur ing the Remand Proceeding,  the Commiss ion was

required to develop an appropriate rate of return on Chaparral 's FVRB

under a remand order from the Arizona Court of Appeals. In doing so, the

Commission adopted, in part, a methodology that was proposed by Ben

Johnson, Ph.D., an expert witness who testified on behalf of RUCO on the

FVRB rate of return issue that was central to that proceeding."

19

On September 30, 2005, the Commission issued Decision No. 68176 which granted a
permanent rate increase to Chaparral. Following the Commission's decision on the matter, the
Company filed an application for rehearing on which the Commission took no action. Chaparral
subsequently filed an appeal with the Arizona Court of Appeals, Division One ("Court of
Appeals"). The Company's appeal claimed that Chaparral was denied a fair rate of return on its
invested capital as a result of the Commission's established method of calculating a level of
operating income based on the Company's fair value rate base ("FVRB"). On February 13, 2007,
the Court of Appeals issued a Memorandum Decision which affirmed in part, vacated, and
remanded Decision No. 68176 to the Commission for further determination.

27

A.

A.

Q.

Q.
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1

2

3

4

5

What did Dr. Johnson recommend in the Remand Proceeding?

Dr. Johnson recommended that a 200 basis point adjustment be made to

the original weighted average cost of capital in order to remove the effects

of general inflation from Chaparrals FVRRB. His recommendation was

based on the low end of a range of figures that represented the difference

6

7

between Treasury Inflation-Protected Securities ("TIPS") and U.S.

Treasury bonds with similar liquidity and maturity characteristics.

8

9

10

11

12

13

Did the Commission adopt Dr. Johnson's recommendation?

In part, yes. The Commission adopted a FVROR that was derived from a

an inf lat ion adjustment that reduced the cost of common equity by 200

basis points as opposed Dr.  Johnson's recommendat ion to reduce the

original weighted average cost of capital by 200 basis points.

14

15 Have you calculated a similar inflation adjustment in this case?

16 Yes.

17

18 How did you calculate your inflation adjustment?

I relied on the same data sets of information that Dr. Johnson used to19

20

21

22

23

develop his inflation factor adjustment during the Remand Proceeding

(Schedule WAR-1, Page 4 of 4). Since there was virtually no change in

the average of the data - which compared TlP's and U.S. Treasury bonds

with similar liquidity and maturity characteristics, am recommending thatI

A.

A.

Q.

A.

Q.

Q.

A.

Q.
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1 a 250 basis point adjustment be used to arrive at an appropriate FVROR

2 for UNSG

3

4 COMMENTS ON UNSG'S COST OF EQUITY CAPITAL TESTIMONY

5 What methods did Mr. Grant use to arrive at his cost of common equity for

6 UNSG?

7

8

Mr. Grant used a DCF methodology and a CAPM methodology to estimate

UNSG's cost of common equity. He also relied on a bond yield plus risk

9

10

11

premium approach.

Can you provide a comparison of the results derived from your respective

DCF and CAPM models?

12 Yes.

13

14 DCF Comparison

15

16

17

18

19

20

21

22

23

Were there any differences in the way that you conducted your DCF

analysis and the way that Mr. Grant conducted his?

Yes, Mr. Grant relied on the results of a multi-stage DCF model, using the

proxy of ten LDC's that I described earlier in my testimony, as opposed to

the single-stage constant growth model that l relied on. Mr. Grant stated

that his decision to rely solely on the multi-stage model was based on his

belief that the single-stage constant growth model cannot be applied to

companies having expected near-term growth rates that are significantly

higher or lower than their long-term growth potential.

A.

A.

Q.

A.

Q.

Q.
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1

2

Do you agree with Mr. Grant's rationale for not relying on the single-stage

DCF model?

3

4

5

6

7

8

9

10

11

12

13

No. The long-term growth rate that Mr. Grant uses in the second stage of

his mult i-stage DCF model is a 6.30 percent f igure that is the sum of a

3.40 percent average of real economic growth from 1929 through 2007,

and 2.90 percent expected rate of inf lat ion. The use of  such a growth

est imate assumes that  the long-term growth rate for  the natural  gas

utilit ies in his sample will be a combination of analysts' long-term growth

rate projections and the growth rate of all goods and services produced by

labor and property in the U.S. adjusted for inflation. A good argument can

be  m ade  t ha t  m o re  em phas i s  s hou ld  be  p l ac ed  on  t he  nea r - t e rm

component of Mr. Grant's multi-stage DCF model as opposed to the long-

term growth rate that is carried out into perpetuity.

14

15

16

17

18

19

20

21

22

23

Why didn't you conduct a multi-stage DCF analysis like the one conducted

by Mr. Grant?

Primarily because the growth rate component that I estimated for my

single-stage model already takes into consideration both a near-term and

a 5-year long-term growth rate projection that are specific to the LDC's

included in my proxy. As with the use of a 5-year treasury instrument for

the risk free rate of return in my CAPM model, this 5-year investment

horizon is very close to the 3 to 5-year periods that utilities in Arizona

apply for rate relief.

A.

Q.

Q.

A.
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1 What is the difference between Mr. Grant's DCF estimate and your DCF

2 estimate?

3

4

5

6

Mr.  Grant 's DCF high and low est imates,  derived f rom his mult i-stage

model, of 9.50 percent and 11.20 percent are 190 to 20 basis points lower

than the 11.40 percent  cost  of  common equi ty der ived f rom my DCF

analysis which is a mean average of the DCF estimates of the ten LDC's

7 in my proxy.

8

9

10

11

12

13

14

15

16

17

18

19

20

Does Mr.  Grant provide an est imate that  is  based on the s ingle-stage

model that you employed?

Not directly, however the exhibits contained in his testimony contain inputs

and estimates used in his multi-stage model that can also be used in the

single-stage model. Using the inputs and est imates that appear in Mr.

Grant 's exhibits,  a single-stage model would produce a mean average

estimate of 9.17 percent or 223 basis points lower than my 11.40 percent

estimate. Using Mr. Grant's same 5-year DCF growth estimates for each

of the LDC's in our sample, and substituting his dividend and stock price

inputs with more recent data that I relied on, produces a mean average

estimate of 10.18 percent which is 122 basis points lower than my single-

stage DCF estimate.

21

22

23

A.

A.

Q.

Q.
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1

2

Have there been any changes in closing stock prices since Mr. Grant filed

his direct testimony?

3 Yes. The stock prices for the LDC's used in our proxies have fallen since

4

5

Mr. Grant filed his direct testimony, thus producing higher dividend yields.

The di f ference between the average c los ing s tock pr ices used in my

6 analysis and Mr. Grant's analysis are as follows:

7

8 Rigsby Grant Difference

9 AGL

10 ATO

11 LG

12 NJR

13 GAS

14 NWN

15 PNY

16 SJI

17 SWX

18 WGL

$28.35

$23.79

$34.89

$32.51

$32.52

$41 .80

$24.50

$34.87

$20.23

$30.85

$32.85

$26.75

$44.93

$34.96

$43.60

$46.95

$28.07

$34.91

$29.26

$32.74

-$4.50

-$2.96

-$10.04

-$2.45

-$11 .08

-$5.15

-$3.57

-$0.04

-$9.03

-$1 .89

19

20

21

22

23

A.

Q.
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1 The differences in our respective dividend yields are as follows:

Rigsby Grant
Basis Point

Difference

2
3
4
5
6 AGL 6.07% 5.27% 80

7 ATO 5.55% 5.08% 46

8 LG 4.41 % 3.45% 96

9 NJR 3.81% 3.32% 50

10 GAS 5.72% 4.27% 145

11 NWN 3. 78% 3.39% 39

12 PNY 4.42% 3.81% 43

13 SJI 6.51% 3.24% 327

14 SWX 4.70% 3.18% 152

15 WGL 4.67% 4.43% 24

16

17

18

19

Based on this information it is fair to say that a single stage model using

updated stock prices, while holding Mr. Grant's other DCF growth

component estimates constant, would produce a lower single-stage DCF

estimate than the one that I have calculated.20

21

22

23

24

25
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1 CAPM Comparison

2

3

4

5

6

7

8

9

10

Please describe the differences in the way that you conducted your CAPM

analysis and the way that Mr. Grant conducted his?

The main difference between Mr. Grant's CAPM analysis and mine is that

he relied solely on an arithmetic mean of the historical returns on the S&P

500 index from 1926 to 2007 as the proxy for the market rate of return (i.e.

rm) in order to arrive at his market risk premium (i.e. rm - rf) in his CAPM

model. His 7.10 percent market risk premium, based on an arithmetic

mean, is 30 basis points higher than the 6.80 percent market risk premium

which I obtained from Morningstar data.

11

12 What financial instrument did Mr. Grant use as a proxy for the risk free

13

14

15

16

(i.e. ff) rate in his CAPM model?

Mr. Grant used the yield to maturi ty on a 20-year U.S. Treasury

instrument, which was 4.53 percent around the time that his direct

testimony was filed in November 2008.

17

18

19

What is the current yield on a 20-year U.S. Treasury bond?

As of the week ended May 22, 2007 the yield on a 20-year U.S. Treasury

20 bond was 4.22 percent.

21

22

23

A.

Q.

A.

Q.

A.

Q.
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1

2

3

4

Do you agree with Mr. Grant's use of a 20-year Treasury rate as the risk

free proxy in the CAPM model?

No. As I stated earlier in my testimony, I believe that a 5-year instrument

is more appropriate given the fact that utility rates are generally in effect

for a 3 to 5-tear time frame.5

6

7 Did Mr. Grant use the same Value Line betas that you used in your CAPM

8 analysis?

9 Yes. However Value Line's  betas for  the LDC's  in our proxies have

10

11

12

decreased since Mr. Grant f iled his direct testimony. The mean average

of  the Value Line betas used by Mr.  Grant  is  0.87 as opposed to my

average beta of 0.67, which was current as of March 13, 2009.

13

14 What is the difference between Mr. Grant's CAPM estimate and your

15 CAPM estimate?

16 Mr. Grant's CAPM estimate, derived from his arithmetic mean model, of

17

18

19

20

21

22

23

10.70 percent is 431 basis points higher than the 6.39 percent cost of

common equity derived from my arithmetic mean CAPM analysis and 544

basis points higher than my 5.26 percent cost of common equity derived

from my geometric mean CAPM analysis. Updating Mr. Grant's risk free

rate of  return and beta inputs  in h is  CAPM model  would produce an

expected return of 8.98, which is 172 basis points lower than the 10.70

percent figure presented in his testimony.

A.

A.

Q.

A.

Q.

Q.
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1 Final Cost of Equity Estimate

2 How did Mr. Grant arrive at his proposed 11.00 percent cost of common

3

4

5

6

7

equity for UNSG?

Mr. Grant used his own judgment to arrive at his proposed 11.00 percent

cost of equity capital which is based on the results of his DCF, CAPM and

risk premium analyses. He also compared UNSG's credit rating with the

bond ratings of A-rated and Baa-rated utilities.

8

9 How did Mr. Grant arrive at his proposed 6.80 percent fair value rate of

10 return?

11

12

13

14

15

16

17

Mr. Grant again relied on his own judgment and stated that the 6.80

percent fair value rate of return was lower than the results he obtained by

using the method that I relied on, which was adopted in Decision No.

70441 (and another method proposed by ACC Staff), and would produce

an operating income of $256 million. According to Mr. Grant, this is the

level of income needed to provide UNSG's with the ability to earn its cost

of capital, maintain creditworthiness and attract capital.

18

19

20

21

22

Does your silence on any of the issues, matters or findings addressed in

the testimony of Mr. Grant or any other witness for UNSG constitute your

acceptance of their positions on such issues, matters or findings?

No, it does not.

23

A.

A.

Q.

Q.

A.

Q.
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1 Does this conclude your testimony on UNSG?

2 Yes, it does.A.

Q .
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Appendix 1

Qualifications of William A. Rigsby. CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination.

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 8.1999

Florida State University
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor ll and Ill
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor II
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 - October 1994
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Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Type of Proceedinq

ICE Water Users Association U-2824-94-389 Original CC&N

Rate IncreaseRincon Water Company U-1723-95-122

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, Inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land 8
Water Company U-1676-96-161 Rate Increase

Pineview Land 8;
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas Utilities
Com party - Water Division U-2625-97-074 Rate Increase

Sunrise vistas Utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth .
To Issue Stock

W-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase

2
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceedinq

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Mara fa Water Service, Inc. W-01493A-99-0_98

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530 Financing

Sale of AssetsGTE California, Inc. T-01954B-99-0511

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company w-02113A-00-0233 Reorganization

W-01303A-00-0327 FinancingArizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227 Financing

T-03777A-00-0575

W-02074A-00-0482

Financing

WIFA Financing

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461 WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Com party

Loma Linda Estates, Inc. W-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01 -0166

Picacho Sewer Company SW-03709A-01-0165

W-03528A-01-0169

W-03861A-01-0167

Financing

Financing

Financing

Financing

W-02025A-01 -0559 Rate Increase

Picacho Water Company

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-0619 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceedinq

W-01303A-02-0867 et al. Rate Increase

E-01345A-03-0437

WS-02676A-03-0434

Rate Increase

Rate Increase

T-01051 B-03-0454 Renewed Price Cap

Arizona-American Water Company

Arizona Public Service Company

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company

w-02113A-04-0616

W-01445A-04-0-50

Rate Increase

Rate Increase

Rate ReviewE-01933A-04-0408

G-01551A-04-0876

W-01303A-05-0405

Rate Increase

Rate Increase

Rate Increase

Rate Increase

SW-02361A-05-0657

WS-03478A-05-0801

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

W-01303A-06-0014

W-01303A-05-0718

Tucson Electric Power

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water & Sewer Company

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company

Arizona-American Water Company

Arizona-American Water Company W-01303A-05-0405

Rate Increase

Transaction Approval

ACRM Filing

Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company

G-04204A-06-0463

W-01303A-07-0209 Rate Increase

E-01933A-07-0402

G-01551A-07-0504

Rate Increase

Rate Increase

W-02113A-07-0551 Rate Increase

Tucson Electric Power

Southwest Gas Corporation

Chaparral City Water Company

Arizona-American Water Company

Far West Water & Sewer Company

W-01303A-08-0227 et al.

WS-03478A-08-0608

Rate Increase

Interim Rate Increase

Johnson Utilities, LLC WS-02987A-08-0180 Rate Increase
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INDUSTRY TIMELINESS: 5 (of 99)

Composite Statistics: Natural Gas Utility

2005 2006 2007 2008 2009 2010 12-14
36075

1386.0

38273

1553.3

38528

1562.4

40000

1650

41500

1725

42750

1800
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51250
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35.0%

3.8%

35. 3%

4.0%

33.9%

4.1%

36.0%

4.1%

36.0%

4.2%

36.0%

4.2%

Income Tax Rate

Net Profit Margin

36.0%

4.2%

51 .3%

48.4%

51.2%

48.7%

50.4%

49.5%

51.0%

48.0%

51.0%
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51.0%
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utilities that embrace energy conservation measures
may benefit from a more favorable regulatory environ-
ment.

The Natural Gas Utility Industry has performed
well in recent months. This is impressive given the
weak economy and a tough regulatory environ-
ment. Despite these challenges, companies in this
sector continue to deliver solid results and repre-
sent a relatively safe option amid the turmoil in
the world's financial markets. As a result, this
group has risen near the top of our industry
spectrum.

Nonregulated Ventures

Economic Environment

A strategy that is becoming increasingly common is
nonregulated ventures. These opportunities allow com-
panies to diversify their operations and gain income that
is not subject to the state regulatory commissions. These
businesses currently make up only a small portion of
this sector's profits but will likely become a more impor-
tant opportunity in the years ahead.

Weather

The global economy continues to struggle. Tight credit
and a slumping real estate market are among the main
factors contributing to the recessionary environment.
Furthermore, these conditions continue to weigh on
results in this sector. Indeed, usage continues to decline
as customers have become more cost conscious. More-
over, bill collection has become increasingly difficult as
unemployment and foreclosures continue to rise. Despite
the aforementioned conditions, investors should note
that this group is an interesting defensive play. While
these factors will likely continue to impact the utilities,
this industry should perform well compared to the rest of
the market in the months ahead. Natural Gas Utilities
generally have solid balance sheets and predictable cash
flows, which is appealing given the weakness in the
economy.

The peak heating season is just about coming to an
end. This period is when these utilities have their best
opportunity to post strong results on the bottom line.
Looking ahead, these companies will likely turn their
attention to strengthening their operations and better
managing their costs as we move toward the summer
months,

Regulation

Weather abnormalities can hurt results. Many of
these businesses have weather-adjusted rate mecha-
nisms that are used to hedge the risk of unseasonable
weather. Thus, investors should keep an eye out for
utilities that rely on this strategy since they usually
have a relatively steady performance.

Conclusion

This group is regulated by state commissions that
dictate the return on equity these utilities can achieve.
Consequently the regulatory environment has a heavy
bearing on each individual company's results. If a utility
does not have ample relief, its budget can become
strained. As a result, a company's infrastructure can age
and profitability can decline. On the other hand, a
favorable ruling can position a utility to register steady
gains and allow it to build its infrastructure. Therefore,
rate cases remain the main theme in this sector. On
point, numerous companies currently have rate cases
pending. Southwest Gas, Nicer, AGL Resources are all
awaiting decisions, which should drive their perfor-
mance going forward. Moreover, energy efficiency will
likely become an increasingly important factor in these
decisions given the new administration in the White
House. As the United States moves in this direction,

The Natural Gas Utility sector has climbed near the
top of our industry spectrum in recent months. Indeed, it
features numerous timely stocks. In fact, UGI holds our
highest rank (1) for Timeliness. However, various other
companies are ranked to outperform the market over the
coming six to 12 months. What's more, the majority of
the equities in this industry offer above~average yields.
Most notably, Nicol AGL Resourcesand Athos Energy
all offer attractive layouts supported by steady cash
flows. Therefore, investors looking for a good play in the
year ahead should consider some of the names in this
group.

Richard Gallagher
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CAPITAL STRUCTURE as of 12131108
Total Debt $2541 .0 mm. Due in 5 Yrs $1410 mill.
LT Debt $1875.0 mill. LT Interest $80.0 mill.
(Total interest coverage: 4.0x)

Leases, Uncapitalized Annual rentals $30.0 mill.
Pension Assets-12/08 $242.0 mill.

Oblig. $442.0 mm.
Pfd Stock None

Common Stock 76,902,777 she.
as of 1130109
MARKET CAP: $2.0 billion (Mid Cap)

1068.6
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607.4
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1049.3

82.3

868.9

103.0

983.7

132.4

1832.0

153.0

2718.0

193.0

2621.0

212.0

2494.0

211.0

2800.0

207.6

2000

210

2875

225

Revenues ($mill) A

Net Profit ($mill)

3350

270

33.1%

4.9%

34.3%

11.7%

40.7%

7.8%

36.0%

11.9%

35.9%

13.5%

37.0%

8.4%

37.7%

7.1%

37.8%

8.1%

37.6%

8.5%

38.9%

1.4%

38.0%

7.5%

38.0%

7.8%

Income Tax Rate

Net Profit Margin

38.0%

8.1%

45.3%

49.2%

45.9%

48.3/,
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38.7%

58.3%
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Long-Tem1 Debt Ratio
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1704.3

2194.2

1901.4

2352.4

3008.0
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7.9%

7.4%

10.2%

11 .5%

6.5%

12.3%

12.3%

8.1%

14.5%

14.5%

8.9%

14.0%

14.0%

6.3%

11.0%

11.0%

7.9%

12.9%

12.9%

8.0%

13.2%

13.2%

7.7%
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3.2%

72%

4.2%
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7.0%

52%

6.6%

53%

5.6%

49%

6.2%

52%

6.3%

52%

5.3%

58%

5.0%

80%

4.5%

64%

5.0%

62%

Retained to Com Eq

All Div'ds to Net Prof

6.0%
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BUSINESS: AGL Resources, Inc. is  a public uti li ty  holding compa-

ny .  I ts  dis t r ibut ion subs idiar ies  inc lude At lanta  Gas L ight ,  Chat-

tanooga Gas, and Virginia Natural Gas. The uti li t ies have more than

2.2 million customers in Georgia, Virginia, Tennessee, Ne w Jersey,

F lo r i da ,  a nd Ma ry la nd.  Enga ge d i n no nre gula t e d na t ura l  ga s

market ing and other a llied serv ices .  Also wholesales  and reta i ls

propane. Deregulated subs idiaries : Georgia Natural Gas markets
natural gas at retai l. Sold Uti lipro, 3101. Acquired Compass Energy

Services, 10107. Ofticersldirectors own less than 1.0% of common

(3108  Proxy ) .  Pres .  &  CEO:  J ohn W .  Somerha lde r  l l .  I nc . :  GA.

Addr. :  Ten Peachtree Place N.E.,  At lanta,  GA 30309. Telephone:

404-584-4000. Internet: vnm.aglresources.com.

S h a r e s  o f  A G L  R e s o u r c e s  h a v e  h e l d
u p  b e t t e r  t h a n  t i m e  b r o a d e r  m a r k e t
o v e r  t h e  p a s t  s i x  m o n t h s .  T h a t ' s  o w i n g
t o  t h e  s t e a d i n e s s  o f  i t s  u n d e r l y i n g  o p e r a -
t i o n s .  S h a r e  n e t  r o u g h l y  e q u a l e d  t h e  t a l l y
r e a c h e d  i n  t h e  p r i o r  t w o  y e a r s .  I n  2 0 0 8 ,
h e a l t h y  p e r f o r m a n c e s  a t  t h e  W h o l e s a l e
S e r v i c e s  a n d  E n e r g y  I n v e s t m e n t s  u n i t s
w e r e  r o u g h l y  o f f s e t  b y  l o w e r  o p e r a t i n g
e a r n i n g s  a t  t h e  D i s t r i b u t i o n  a n d  R e t a i l
E n e r g y  b u s i n e s s e s .  ( N o t e :  A G L  i s  t h e
s t o c k s  n e w  t i c k e r  s y m b o l ) .
T h e  e c o n o m i c  e n v i r o n m e n t  s h o u l d
r e m a i n  c h a l l e n g i n g  i n  t h e  c u r r e n t
y e a r .  S l o w e r  c u s t o m e r  g r o w t h  o u g h t  t o

i n n e r  r e s u l t s  a t  t h e  c o m p a n y ' s  u t i l i t y  o p -
e r a t i o n s .  M o r e o v e r ,  w e  e x p e c t  h i g h e r  d e -
v e l o p m e n t  a n d  m a i n t e n a n c e  c o s t s  a n d  a
r e t u r n  t o  a  m o r e  n o r m a l  e a r n i n g s  l e v e l  a t
t h e  W h o l e s a l e  S e r v i c e s  b u s i n e s s .  O v e r a l l ,
A G L  a n t i c i p a t e s  s h a r e  n e t  o f  $ 2 . 6 5 - $ 2 . 7 5
f o r  2 0 0 9 ,  a s s u m i n g  n o r m a l  w e a t h e r  p a t -
t e r n s .  O u r  e s t i m a t e  l i e s  a t  t h e  m i d p o i n t  o f
t h i s  r a n g e .  B o t t o m - l i n e  g r o w t h  m a y  w e l l
r e s u m e  i n  2 0 1 0 ,  a s s u m i n g  s u c c e s s  a t  o b -
t a i n i n g  r a t e  r e l i e f  ( d i s c u s s e d  b e l o w )  .
T h e  c o m p a n y  i s  s e e k i n g  h i g h e r  r a t e s .
I t  w i l l  h a v e  f o u r  r a t e  c a s e s  i n  t h e  n e x t  t w o

y e a r s ,  b e g i n n i n g  w i t h  a  f i l i n g  i n  N e w  J e r -
s e y .  A G L ' s  f o c u s  o n  p r o c u r i n g  r a t e  r e l i e f  i s
e n c o u r a g i n g ,  a s  t h e  c o m p a n y  d e p e n d s
u p o n  s u c h  a p p r o v e d  r e v e n u e  i n c r e a s e s  t o
c o p e  w i t h  h i g h e r  c o s t s  a n d  c o m p e n s a t e  i t
f o r  i n v e s t m e n t s  m a d e  i n  i t s  u t i l i t y  o p e r a -
t i o n s .  S t i l l ,  w h a t  p r e s s u r e s  t h e  r a t e  b o a r d s
m a y  f a c e  r e m a i n  u n c l e a r .
T h e  b o a r d  o f  d i r e c t o r s  h a s  r e c e n t l y
a p p r o v e d  a  m o d e s t  d i v i d e n d  i n c r e a s e .
S t a r t i n g  w i t h  t h e  M a r c h  p a y o u t ,  t h e
q u a r t e r l y  d i v i d e n d  w i l l  n o w  b e  $ 0 . 4 3 .  A
m o d e s t i n c r e a s e m a k e s s e n s e , g i v e n
s t a l l e d  e a r n i n g s  g r o w t h  a n d  a  l o w e r  c a s h
b a l a n c e  i n  r e c e n t  t i m e s .  S l o w ,  b u t  s t e a d y ,
d i v i d e n d  g r o w t h  w i l l  l i k e l y  c o n t i n u e  a t
A G L  i n  t h e  c o m i n g  y e a r s .
T h i s  i s s u e  h a s  g o o d  a p p e a l  a t  p r e s e n t .
T h e  s h a r e s  h a v e  i m p r o v e d  a  n o t c h  i n
T i m e l i n e s s  s i n c e  o u r  D e c e m b e r  r e v i e w ,
a n d  a r e  n o w  r a n k e d  2  ( A b o v e  A v e r a g e ) .
M o r e o v e r ,  A G L  e a r n s  h i g h  m a r k s  f o r
S a f e t y ,  P r i c e  S t a b i l i t y ,  a n d  E a r n i n g s  P r e -
d i c t a b i l i t y .  I n  a d d i t i o n ,  t h e  s t o c k ' s  h e a l t h y
d i v i d e n d  y i e l d  s h o u l d  a p p e a l  t o  i n c o m e  i n -
v e s t o r s .  O v e r a l l ,  d i e s  e q u i t y  o f f e r s  a t t r a c -
t i v e  t o t a l  r e t u r n  p o t e n t i a l  f o r  a  u t i l i t y .
M i c h a e l N a p o l i ,  C P A M a r c h  1 3 ,  2 0 0 9

ANNUAL RATES
of change (per sh)
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"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue

Pas t
Yrs.

11 .5%
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7 . 0 %
3 . 5 %
7 . 0 %

Est 'd '06-'08
lo '12-'14

2 . 5 %
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3 . 0 %
2 . 5 %

. 5 %
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.42
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earnings report due late Apri l. (C) Dividends
Company's Financial Strength
Stock's Price Stability
Prlce Growth Persistence
Earnings Predictability

B++

100
(A) Fiscal year ends December 31st. Ended $0.13 '01, $0.13, '03, ($0.07), '08, $0.13. Next eludes intangibles. In 2008: $418 million,
September 30th prior to 2002. $5.44lshare.
(B) Diluted earnings per share. Excl. nonrecur- histoncally paid early March, June, Sept., and (E) in millions, adjusted for stock split.
ring gains (losses): '95, ($0.83), '99, $0.39, '00, Dec. l Div 'd reinvest. plan available. (D) ln-
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At nos Energvs history dates back to
1906 in the Texas Panhandle, Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. in 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to At nos in 1988. At nos acquired
Trans Louisiana Gas in 1986, Western Ken-
tucky Gas Utility in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others,

2 2 . 0 9

2 . 5 2

.81

1 .1 0

2 6 . 6 1

3 . 0 1

1 . 0 3

1 .14

3 5 . 3 6

3 . 0 3

1 . 4 7

1 . 1 6

2 2 .8 2

3 . 3 9

1 . 4 5

1 .18

5 4 . 3 9

3 . 2 3

1 .7 1

1 .2 0

4 6 . 5 0

2 . 9 1

1 . 5 8

1 .2 2

6 1 . 7 5

3 . 9 0

1 .7 2

1 .24

7 5 . 2 7

4 . 2 6

2 . 0 0

1 . 2 6

6 6 . 0 3

4 . 1 4

1 .94

1 . 2 8

7 9 . 5 2

4 . 1 9

2 . 0 0

1 . 3 0

8 2 . 6 0

4 . 3 5

2. 10

1 . 3 2

8 4 . 9 5

4 . 4 0

2 , 1 5

1 . 3 4

Re v e n u e s  p e r  s h  A

" Ca s h  F l o w "  p e r  s h

E a m i n g s  p e r c h  A  B

D i v ' d s  De c I ' d  p e r  s h ° 1

9 4 . 5 5

4180

2 . 5 0

1 . 4 0

3 5 3

1 2 . 0 9

2 . 3 6

1 2 . 2 8

2 . 7 7

1 4 .3 1

3 . 1 7

1 3 .7 5

3 . 1 0

1 6 .6 6

3 . 0 3

1 8 .0 5

4 .1 4

1 9 .9 0

5 . 2 0

2 0 . 1 6

4 . 3 9

2 2 . 0 1

5 . 2 0

2 2 . 6 0

5 . 5 0

2 4 . 0 5

5 . 7 5

2 4 . 1 0

Ca p ' l  Sp e n d in g  p e r  s h

Bo o k  Va lu e  p er  sh

6 . 6 0

2 6 . 9 0

3 1 . 2 5 3 1 .9 5 4 0 . 7 9 4 1 . 6 8 5 1 . 4 a 6 2 . 8 0 8 0 .5 4 8 1 .7 4 8 9 . 3 3 9 0 . 8 1 9 2 . 0 0 9 3 . 0 0 Co mmo n  Sh e  0 u t s t ' g  D 1 1 0 . 0 0

3 3 . 0

1 . 8 8

4 .1 %

1 8 . 9

1 . 2 3

5 .9 %

1 5 . 6

. 8 0

5.1%

1 5 .2

. 8 3

5 .4 %

13.4

. 7 6

5.2%

1 5 .9

.B4

4 .9 %

1 6 .1

. 8 6

4 .5 %

1 3 .5

. 7 3

4 .7 %

1 5 .9

.8 4

4 .2 %

1 3 . 6

.8 4

4 .8 %

Bald Hg

Value

destin

vies a n

Line
Ares

Av g  An n ' I  P IE  Ra l i o

Re l a t i v e  PIE Ra t i o

Av g  An n ' I  D i V ' d  W e l d

1 4 . 0

. 9 5

4 . 0 %

5 9 0 . 2

2 5 . 0

8 5 0 . 2

3 2 . 2

1 4 4 2 . 3

5 6 . 1

9 5 0 . 8

5 9 . 7

2 7 9 9 .9

7 9 . 5

2 9 2 0 .0

8 6 . 2

4 9 7 3 . 3

1 3 5 . 8

6 1 5 2 .4

1 6 2 . 3

5 8 9 8 .4

1 7 0 . 5

7 2 2 1 .3

1 8 0 . 3

7 6 0 0

1 9 5

7 9 0 0

2 0 0

Re v e n u e s  ( $ mi l l )  A

N e t  P r o f l i ($ mi l l )

1 0 4 0 0

2 7 5

C A P I T A L  S T R U C T U R E  a s  o f  1 2 / 3 1 / 0 8
T o t a l D e b ( $ 2 4 8 1 1  m i l l .  D u e  i n  5  Y r s  $ 1 a s 0 . 0  m i l l .
L T  D e b t $ 1 7 1 9 8  m i l l . L T  I n t e r e s t $ 1 0 5 . 0  m i l l .
( L T  In t e r e s t  e a r n e d :  2 . 9 x,  t o t a l  i n t e r e s t
c o v e r a g e : 2 . 8 x )
L e a s e s ,  U n c a p i t a l i z e d An n u a l  r e n t a l s  $ 1 B. 4  m i l l .
P f d  S t o c k N o n e
P e n s i o n A s s e t s - 9 / 0 8 $ 3 4 1 . 4 mi l l .

O b l i g .  $ 3 3 7 . 6  m i l l .
C o m m o n  S t o c k 9 1 , 6 3 4 , 6 0 2  s h e .
a s of  1127109
M A R K E T  C A P :  $ 1 . 9  b i l l i o n  ( M i d  C a p )

3 5 .0 %

3 .5 %

3 6 .1 %

3.B%

3 7 .3 %

3 .9 %

3 7 .1 %

6 .3 %

3 7 .1 %

2 .8 %

3 7 .4 %

3 .0 %

3 7 .7 %

2 .7 %

37.6%

2 .6 %

3 5 .8 %

2 .9 %

38.4%

2 .5 %

3 9 .0 %

2 . 6 %

3 9 . 0 %

2 . 5 %

Income Tax Rate
Net Profit Margin

4 0 .5 %

2 .6 %

5 0 .0 %

5 0 .0 %

4 8 .1 %

51 .9%

5 4 .3 %

4 5 .7 %

5 3 .9 %

4 6 .1 %

50.2%

4 9 .8 %

4 3 .2 %

5 6 .8 %

5 7 .7 %

4 2 .3 %

57.0%

4 3 .0 %

5 2 .0 %

4 8 .0 %

50.8%

4 9 .2 %

4 8 .5 %

5 1 .5 %

4 a . 0 %

5 2 .0 %

L o n g -T e rm De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

4 9 . 0 %

5 1 . 0 %

7 5 5 . 1

9 5 5 . 8

5 .1 %

7 5 5 . 7

9 8 2 . 3

6.5%

1 2 7 6 . 3

1335 .4

5 .9 %

1 2 4 3 .7

1 3 0 0 . 3

6 .8 %

1721.4

1 5 1 6 .0

8 .2 %

1 9 9 4 . 8

1 7 2 2 . 5

5.8%

3 7 8 5 .5

3 3 7 4 .4

5.3%

3 5 2 8 .5

3 6 2 9 .2

6 .1 %

4 0 9 2 .1

3 8 3 6 .8

5 .9 %

4 1 7 2 . 3

4 1 3 6 . 9

5 .9 %

4 3 0 0

4 3 5 0

6 . 0 %

4 4 1 5

4 5 6 0

6.0%

Tota l  Capita l  ($mil l )

Ne !  Plan t  ($mi l l )

Return  on  To ta l  Cap 'I

5 s 0 0

5 8 5 0

6.0%

6 .6 %

6 .6 %

8.2%

8 .2 %

9 .6 %

9 5 %

10.4%

10,4%

9 .3 %

9 .3 %

7 .6 %

7 .6 %

8 .5 %

8 .5 %

9 .8 %

9 .8 %

8 .7 %

8 .7 %

8 .8 %

8 .8 %

9 .0 %

9 .0 %

8 . 5 %

8 . 5 %

Retu rn  o n  Sh r .  Eq u i ty

Re tu r n  o n  Co m Eq u i ty

9 .5 %

9 .5 %

N M F

N M F

N M F

1 1 2 %

2 .1 %

7 9 %

1.9%

8 2 %

2.8%

70%

1.7%

77%

2 .3 %

7 3 %

3.6%

6 3 %

3 .0 %

6 5 %

3 .1 %

6 5 %

3 .5 %

6 2 %

3 .5 %

6 2 %

Re t a i n e d  Io  Co m  Eq

Al l  Div 'd s  to  Ne t  Pro f

4 .0 %

5 6 %2007 2008 12l31IOB

46 . 7
1238 . 4
1285 . 1

395 . 4
351 .3
4B 0. 4

1207 . 1
4 5 0 %

60 . 7
1008 . 2
1068 . 9

355 . 3
154. 4
4 1 0 . 0
919 . 7
4 0 5 %

69 . 8
1513 . 3
1883. 1

815. 1
761 . 3
4 4 1 . 5

2017 . 9
4 3 0 %

CURRENT POSITION
($mlLL)

C as h Assets
Other
Current Assets
Acc t s  P ayab le
D e b t D u e
Other
Current Limb.
Fix. Chg. Cov.

c o m m e r c i a l ;  7 %  i n d u s t r i a l ,  a n d  5 %  o t h e r .  2 0 0 8  d e p r e c i a t i o n  r a t e

3 . 5 % .  H a s  a r o u n d  4 , 5 6 0  e m p l o y e e s .  O f f i c e r s  a n d  d i r e c t o r s  o w n  a p -

p r o x i m a t e l y  1 . 9 %  o f  c o m m o n  s t o c k  ( 1 2 l O B  P r o x y ) .  C h a i r m a n  a n d

C h i e f  E x e c u t i v e  O f f i c e r :  R o b e r t  W .  B e s t .  i n c o r p o r a t e d :  T e x a s .  A d -

d r e s s :  P . O .  B o x  6 5 0 2 0 5 ,  D a l l a s ,  T e x a s  7 5 2 8 5 ,  T e l e p h o n e :  9 7 2 -

9 3 4 - 9 2 2 7 .  In t e r n e t :  w w w . a t m o s e n e r g y . c o m .

B U S I N E S S : A t  n o s  E n e r g y  C o r p o r a t i o n  i s  e n g a g e d  p r i m a r i l y  i n  t h e

d i s t r i b u t i o n  a n d  s a l e  o f  n a t u r a l  g a s  t o  3 . 2  m i l l i o n  c u s t o m e r s  v i a  s i x

r e g u l a t e d  n a t u r a l  g a s  u t i l i t y  o p e r a t i o n s :  L o u i s i a n a  D i v i s i o n ,  W e s t

T e x a s  D i v i s i o n ,  M i d - T e x  D i v i s i o n ,  M i s s i s s i p p i  D i v i s i o n ,  C o l o r a d o -

K a n s a s  D i v i s i o n ,  a n d  K e n t u c k y l M i d - S t a t e s  D i v i s i o n .  C o m b i n e d

2 0 0 8  g a s  v o l u m e s :  2 9 3  M M c f .  B r e a k d o w n :  5 5 %  r e s i d e n t i a l ,  3 2 %

All things earnings per

the

March 13, 200.9

fiscal 2010.
We envision steady, though unexcit-
ing, profit growth over the 2012-2014
period. The utility is one of the country's
leading natural gas-only distributors, now
serving customers across 12 states. More-
over, the unregulated segments, especially
pipelines, possess healthy overall pros-
pects. Lastly, management may get back
to its successful strategy of purchasing
less-efficient utilities and shoring up their
profitability via expense-reduction efforts,
rate relief, and aggressive marketinlgl. In
the present configuration, annual s are-
net gains may be in the mid-single-digit
range over the 3- to 5-year time frame.
The good-quality stock offers an ap-
pealing dividend yield. Further moder-
ate hikes in the payout seem plausible, as
well. Earnings coverage ought to remain
adequate. The shares are timely.
For a natural gas utility stock, total
return possibilities appear decent.
Meter growth has slowed, but the company
is benefiting from a high level of kg-Hs flow-
ing through its Texas pipelines ram
Barnett Shale.
Frederick L. Harris, III

Athos Energy's core natural gas utili-
ty has performed nicely thus far in fis-
cal 2009 (which ends on September
30th). That can be attributed partially to
an increase in rates, primarily for the Mid-
Tex and Louisiana divisions. What's more,
there has been a steady rise in through-
put. And it's worth noting that bad debt
expense as a percentage of revenues has
been lower, re ecting more aggressive col-
lection efforts.
Results for the other operations have
been a mixed bag. The pipeline and
storage segment is enjoying expanded
transportation margins earned under as-
set optimization agreements. But the per-
formance of the regulated transmission
and storage segment is being weighed
down by a rise in employee and pipeline
maintenance costs. Also, the nonregulated
marketing segment is encountering a re-
duction in unrealized margins, re eating
less volatility in natura1§as prices.

consider J
share stand to rise around 5%, to
$2.10, this fiscal year. Assuming further
expansion in operating margins, the bot-
tom line may advance to $2.15 a share in

E s t ' d  ' 0 6 - ' 0 B
to '12- '14

4 . 0 %
2 . 5 %
4 . 0 %
1 . 5 %
4 . 0 %

P a s t
Y rs .

1 4 . 5 %
5 . 5 %
5 . 0 %
1 . 5 %
7 . 5 %

P a s t
10  Y rs .

9 . 5 %
3 . 5 %
2 . 5 %
2 . 5 %
6 . 5 %

A N N U A L  R A T E S
o f  duane  (pa  sh )
R e v e n u e s
" C a s h  F l o w "
E a m m g s
D i v i d e n d s
B o o k  V a l u e

Fiscal
Year
Ends

QUARTERLY REVENUES (S mi l l . )  A

D e c . 3 1 M a r . 3 1  J u n . 3 0 S e p . 3 0

Full
Fiscal
Year

2006
2001

2008

2000

2010

971.6
1002.0
1440.7
1548.7
1460

2283. 6  2033. 8
1 6 0 2 6  2 0 7 5 . 6
1657. 5  2484. 0
1 7 1 6 . 3  2 5 8 5
1830 2900

863.2
1218.2
1639.1
1750
1710

8 1 5 2 . 4

5 8 9 8 . 4

7 2 2 1 . 3

7 6 0 0

7 9 0 0

Fiscal
Year
Ends

EARNINGS PER SHARE A B E
D e c . 3 1  M a r . 3 1  J u n . 3 0  S e p . 3 0

Full
Fiscal
Year

2006

2001
2008

2009

2010

1 . 1 0

1 . 2 0

1 . 2 4

1 . 3 3

1 . 3 5

d . 2 2

d . 1 5

d . 0 7

d . 0 5

d . 0 6

. 8 8

. 9 7

. 8 2

. BE

. 9 0

. 2 5

d . 0 5

. o z

d . 0 1

d . 0 4

2.00
1.94
2.00
2 . 1 0
2.15

C a l -
e n d a r

QUART ERLY  DIVIDENDS PAID C l

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

Full
Year

2005

2006

2007

2008

2009

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 1 5

. 3 2

. 3 2 5

. 3 3

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 3

1 . 2 5

1 . 2 7

1 . 2 9

1 . 3 1

1999 2000 2001 2002 2003 2004 2005 2006 2001 2008 2009 2010 ©  VAL UE L INE PUB. ,  mc
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1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
3 2 . 3 3

2 . 8 1

1 . 6 1

1 2 2

a s . 4 a

2 . 6 5

1 , 4 2

1 .22

2 4 . 7 9

2 . 5 5

1 . 2 7

1 . 2 4

8 1 . 0 3

3 . 2 9

1 . 8 7

1 2 6

3 4 . 3 3

3 . 3 2

1 . 8 4

1 . 3 0

a 1 .0 4

8 . 0 2

1 . 5 8

1 . 3 2

2 6 . 0 4

2 . 5 6

1 . 4 7

1 . 3 4

2 9 . 9 9

2 . 6 8

1 . 3 7

1 . 3 4

5 3 . 0 8

3 . 0 0

1 . 6 1

1 . 3 4

3 9 .8 4

2 . 5 6

1 . 1 8

1 . 3 4

5 4 . 9 5

3 . 1 5

1 . 8 2

1 . 3 4

5 9 . 5 9

2 . 7 9

1 . 8 2

1 . 3 5

2 . 6 2

1 2 . 1 9

2 . 5 0

1 2 . 4 4

2 . 6 3

1 3 . 0 5

2 . 3 5

t a . 1 2

2 .4 4

1 4 . 2 6

2 . 6 8

1 4 . 5 7

2 . 5 8

1 4 . 9 6

2 . 7 7

1 4 . 9 9

2 . 5 1

1 5 . 2 6

2 . 8 0

1 5 . 0 7

2 . 6 7

1 5 . 6 5

2 . 4 5

1 6 . 9 6

1 5 . 5 9 1 5 . 6 7 1 7 . 4 2 t 7 . 5 6 1 7 . 5 5 1 7 . 6 3 1 8 . 8 8 1 e . 8 a 1 s . s s 1 8 . 9 6 1 9 . 1 1 2 0 . 9 8

1 3 .5

. t o

5 .6 %

1 6 . 4

1 . 0 8

5 .3 %

1 5 . 5

1 . 0 4

6 .3 %

1 1 . 9

. 7 5

5 .6 %

1 2 . 5

. 7 2

5 .6 %

1 5 . 5

. 8 1

5 .4 %

1 5 . 8

. 9 0

5 .8 %

1 4 . 9

. 9 7

6 .6 %

1 4 . 5

.7 4

5 .7 %

2 0 . 0

1 . 0 9

5 .7 %

1 3 . 6

. 7 8

5 .4 %

1 5 . 1

. 8 3

4 .7 %

2005
7 5 . 4 3

2 . 9 8

1 . 9 0

1 . 3 7

2 . 8 4

17 .31

2 1 , 1 7

1 6 . 2

. 8 6

4 .4 %

1 5 9 7 . 0

4 0 . 1

3 4 .1 %

2 .5 %

4 8 .1 %

5 1 .8 %

7 0 7 . 9

8 7 9 . 5

7 .6 %

10.9%

10.9%

2006
9 3 .5 1

3 . 8 1

2 . 3 7

1 . 4 0

2 . 9 7

1 8 . 8 5

2 1 . 3 6

1 3 . 6

. 7 3

4 . 3 %

1 9 9 7 . 6

5 0 . 5

3 2 .5 %

2 .5 %

4 9 .5 %

5 0 .4 %

7 9 8 . 9

7 8 3 . 8

8 . 4 %

12 .5%

12.5%

2007
9 3 . 4 0

a . a 1

2 . 3 1

1 . 4 5

2 . 7 2

1 9 . 7 9

2 1 . 6 5

1 4 . 2

. 7 5

4 .4 %

2 0 2 1 . s

4 9 . 8

3 3 .4 %

2 .5 %

4 5 .3 %

5 4 .6 %

7 8 4 . 5

7 9 3 . 8

8 .5 %

1 1 . 6 %

1 1 . 6 %

2008 2009 2010 VAL UE UNE PUB. ,  NC

1 0 0 .4 4

4 . 2 2

2 . 6 4

1 . 4 9

1 0 2 .6 5

4 . s 5

2 . 8 5

1 . 5 3

9 6 . 1 0

4 . 5 0

2 6 0

1 . 5 7

Re v e n u e s  p e r  s h

"Ca s h  F l o w" p e r  s h

Ea mi n g s  p e r  s h  A  s

Di v ' d s  De d ' ¢ l  p e r  s h  ° I

1 1 1 .5 5

5 . 4 0

3 . 0 0

1 . 1 0

2 . 5 7

2 2 . 1 2

2 . 6 5

2 3 . 6 0

2.70
25.10

Cap'I Spending w sh
Book Value per sh °

3.45
28.05

2 1 . 9 9 2 2 . 5 0 2 3 . 0 0 C o m m o n  S h s 0 u t s t ' g  E 2 6 . 0 0

1 4 . 3

. a h

3 .9 %

Bold fig
Value
ester

n u  a r e
U m
N e g

Av g  An n ' l  PI E Ra t i o

Rd a t l v e  PI E Ra t i o

Av g  An n ' I  Div 'd  Yie ld

1 7 . 5

1 . 1 5

3 . 2 %

2 2 0 9 . 0

5 7 . 6

2 3 1 0

6 5 . 0

2210
60.0

Revenues ($milI) A
Net Proflt ($miIII

z o o

8 0 . 0

3 1 .3 %

2 .6 %

3 1 . 5 %

2 . 8 %

3 1 . 5 %

2 . 7 %

In c o me  T a x  Ra te

N e t Pr o M  M a r g i n

3 5 . 0 %

2 . 8 %

4 4 . 4 %

5 5 .5 %

4 5 . 0 %

5 5 . 0 %

4 5 . 0 %

5 5 . 0 %

L o n g - T e r m De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

4 1 0 %

5 3 . 0 %

8 7 6 .1

8 2 3 . 2

9 6 5

8 5 5

1 0 5 0

s o u

Total Capital (tmml
Net Plant ($mill)

1 3 7 5

9 8 0

8 .1 %

1 1 . 8 %

1 1 . 8 %

8 . 0 %

1 2 . 5 %

1 2 . 5 %

1 0 %

1 0 . 5 %

1 0 . 5 %

Re c u r  o n  T o l d  Ca p ' l

Re c u r  o n  Sh h  Eq u i t y

Re c u r  o n  Co m  Eq u l t y

t o %

1 1 . 0 %

1 1 . 0 %

C A P I T A L  S T R U C T U R E  a s  o f  1 2 / 3 1 / 0 8
T o t a l  D e b t  $ 6 5 2 . 9  m i l l .  D u e  i n  5  Y r s  $ 5 0 . 0 m i l l .
L T  De b (  $ 3 8 9 . 2  mi l l . L T  I n t e r e s t  $ 2 5 . 0  mi l l .
(T o ta l  in te fe s i  c o v e ra g e :  3 .0 x )

L e a s e s ,  Un o a p l t a l l z e d  An n u a l  r e n t a l s  $ . 9  mi l l .
Po n s l o n  As s e t s - 9 / 0 8  $ 2 4 8 . 3  m i l l .

O b l i g .  $ 3 0 8 . 7 m i l l .
P f d  S t a r t  $ 5  m i l l . P f d  D i v ' d  $ . 0 8 m i l l .
C o m m o n  S t o d c 2 2 , 1 3 5 , 1 8 5  s h e .
a s of 11291119

I I A R K E T  C A P :  $ 8 5 0  m i l l i o n  ( S m a l l  C a p )

2 0 0 1 2 0 0 s 1 2 1 3 1 / 0 8C U R R E N T  P O S I T I O N
0 u l L L l

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

1 4 . 9
5 4 7 . 0
5 6 1  . 9

3 0 . 1
6 0 9 . 8
6 3 9 . 9

5 2 . 7
4 1 4 . 6
4 6 7 . 3

1 0 5 . 8
2 5 1 . 6
1 1 5 . 3
4 7 3 . 7

2 8 2 %

1 5 9 . 6
2 1 6 . 1
1 0 a . 5
4 7 9 . 2

3 7 7 %

1 7 5 . 3
2 6 3 . 7
1 2 1 . 7
5 6 0 . 7

3 8 0 %

A d d s  P a y a b l e
D e b i  D u e
O t h e r
C u r r e n t  L l a b .

F i x .  C h g .  C o v .

P a s t
1 0  Y r ;

1 1  . 5 %
2 . 0 %
3 . 5 %
1  . 0 %
3 . 5 %

€ s t ' d  ' o s - ' o s
i t  '12 - '14

2 . 5 %
5 . 5 %
3 . 5 %
2 . 5 %
5 . 5 %

A N N U A L  R A T E S
o f  d o  ( p e r  s h i
R e v e n u e s I
" C a s h  F l O W '
E p r p i n g s
D l v l d e n d s
B o o k  V a l u e

P a s t
s Yrs.
1 4 . 0 %

8 . 5 %
9 . 5 %
1 . 5 %
5 . 5 %

Fiscal
ear

3»¢,
wAmenLvREVENUES (8 mill.)*

D8¢.31 Mar.31 Jun.30 Sep.30 F;III Ica
Y e a r

zoos

2007

2008

2009

2010

3 3 0 . 6

4 5 7 . 9
5 0 5 . 5

4 8 5

5 5 0

2 6 9 . 0

3 2 3 . 3

4 5 1 . 8

4 5 0 . 7

5 5 0

7 0 8 . 8

7 0 0 . 8
7 4 7 . 7

7 0 0

5 5 5

6 8 0 . 2

5 3 9 . 6

5 0 4 . 0

6 7 4 . 3

5 5 5

1 9 9 7 . 6

2 0 2 1 . 6
2 2 0 9 . 0

2 3 1 0

2 2 1 0

F i s c a l
Y e a r

E n d s

EARNINGS PER SHARE A B F
Dec.31 Man31 Jun.30 Sep.30

F u l l
F i s c a l
Y e a r

200s
2007

200s

2009

2010

d . 0 4

. 0 3

d . 1 4

1 1 1 2

d . 0 2

. 1 3

. p a

. 4 1

. 3 0

. 3 8

1 .pa

. 8 9

. 9 9

1 . 4 2

1 . 0 3

1 . 0 5

. 9 7
1 . 3 9

1 . 2 5

1 . 2 1

2 . 3 7

2 . 3 1

2 . 6 4

2 . 8 5

2 . 6 0

c a u -
e n d a r

WARTERLY DMDENDS PAID C l
llar.31 Jun.30 Sep.30 Dec.31

F\.lll
Year

2 0 0 5

2 0 0 s

2 0 0 7

2 0 0 8

2 0 0 9

.345

.ass

.365

.375

. 3 4 5

. 3 5 5

. 3 6 5

. 3 7 5

. 3 4 5

. 3 5 5

. 3 6 5

. 3 7 5

. 3 4

. 3 4 5

. 3 8 5

. 3 7 5

. 3 8 5

1 . 3 8

1 . 4 1

1 . 4 6

1 . 5 0

4 9 1 . 6

2 6 . 9

5 6 6 . 1

2 8 . 0

1 0 0 2 . 1

3 0 . 5

7 5 5 . 2

2 2 . 4

1 0 5 0 . 3

3 4 . 6

1 2 5 0 . 3

3 6 . 1

3 5 .5 %

5 .5 %

3 5 . 2 %

4 . 6 %

3 2 .7 %

3 .0 %

3 5 .4 %

3 .0 %

35.0%

3 .3 %

3 4 .8 %

2 .9 %

4 1 .8 %

5 7 .8 %

4 5 . 2 %

5 4 .5 %

4 9 . 5 %

5 0 2 %

4 7 .5 %

5 2 .3 %

5 0 .4 %

4 9 . 4 %

5 1 .6 %

4 8 . 3 %

4 8 8 . 6

5 1 9 .4

5 1 9 . 2

5 7 5 . 4

5 7 4 . 1

6 0 2 . 5

5 4 6 . 6

5 9 4 .4

6 0 5 . 0

6 2 1 . 2

7 3 7 .4

6 4 6 . 9

7 .1 %

9 .5 %

8 .5 %

6 .7 %

9 . 1 %

9 . 1 %

6 .9 %

1 0 . 5 %

10.5%

6 .0 %

7 .8 %

7 .8 %

7 .4 %

1 1 . 5 %

1 1 . 6 %

6 .6 %

1 0 . 1 %

1 0 . 1 %

1.0%

8 9 %

.2 %

9 8 %

1 . 8 %

8 3 %

N M F

1 1 3 %

3 .1 %

7 4 %

2 .7 %

7 3 %

3 .1 %

7 2 %

5 .1 %

5 9 %

4 .3 %

6 3 %

5 .2 %

5 6 %

6 .0 %

5 3 %

4 . 0 %

6 0 %

Re t a i n e d  t o  Co m Eq

Al l  Div 'd s  to  Ng (  Pro f

5 . 0 %

5 5 %

6 2 % *  c o m m e r c i a l  a n d  i n d u s t r i a l ,  2 4 % ,  t r a n s p o r t a t i o n ,  1 % ,  o t h e r ,

1 3 % .  H a s  a r o u n d  1 , a 0 7  e m p l o y e e s .  O f f i c e r s  a n d  d i r e c t o r s  w h  a p -

p r o x i m a t d y  7 2 %  o f  c o m m o n  s h a r e s  ( 1 / 0 9  p r o x y ) ,  C h a i r m a n ,  C h i e f

E xe c u t i v e  O f f i c e r ,  a n d  P r e s i d e n t :  D o u g l a s  H .  Y a e g e r .  In c o r p o r a t e d :

M i s s o u r i .  Ad d r e s s :  7 2 0  O l i v e  S t r e e t ,  S t .  L o u i s ,  M i s s o u r i  6 3 1 0 1 .  T e l -

e p h o n e :  3 1 4 - 3 4 2 - 0 5 0 0 .  In t e r n e t :  w w w . t h e 1 a c l e d e g r o u p . o o m.

B U S I N E S S :  L a d e d e  G r o u p ,  I n c . ,  i s  a  h a d i n g  c o m p a n y  f o r  L a d e d e

G a s ,  w h i c h  d i s t r i b u t e s  n a t u r a l  g a s  In  e a s t e r  M i s s o u r i ,  i n d u c i n g  t h e

d r y  o f  S L  L o u i s ,  S t .  L o u i s  C o u n t y ,  a n d  p a r t s  o f  1 0  o t h e r  c o u n t i e s .

H a s  r o u g h l y  6 3 0 , 0 0 0  c u s t o m e r s .  P u r c h a s e d  S M & P  U t i l i t y  R e

s o u r c e s ,  1 1 0 2 ;  d i v e s t e d ,  3 / 0 8 .  T h e i r s  s o l d  a n d  t r a n s p o r t e d  i n  f i s c a l

2 0 0 B :  1 . 0 8  m i l l .  R e v e n u e  m i x  f o r  r e g u l a t e d  o p e r a t i o n s :  r e s i d e n t i a l ,

volumes (attributable to contracting

System Replacement
ut a rise in both op-

losses

unit will probably remain moderate. (In
fact, the number of customers in fiscal
2008 was just 2% higher than in fiscal
l998.) That's because t e service territory,
located in eastern Missouri, is in a mature
phase. We think the non-regulated divi-
sion has promising expansion op-
portunities, but it has contributed only a
small portion to Laclede Group's profits on
a historical basis. A major acquisition
could help to offset this, but it seems that
no such plans are on the agenda at this

annual

and 5% over the 3-
This stock,

e s t l y  a p p e a l i n g c u r r e n t  y i e l d .
t o n a l  h i k e s  i n  t i e  d i v i d e n d  w i l l

re lated
_lpectacu Ar long-term prospects.
he Lac ede have

Unexciting results appear to
t h e f i r m

March 13, 2009

time. Consequently earnings-per
share growth coo d be just between 4%

t o  5 - yea r  ho r izon .
r a n k e d  f a v o r a b l y  f o r  b o t h

T i m e l i n e s s  a n d  S a f e t y ,  o f f e r s  a  m o d -
Addi-

likely be
gradual though, That is largely because of
the gas operation's un-
s

shares of limited
long-term total-return potential, given
the current quotation and our assumption
of moderate future increases in the district
button.
Frederick L. Harris, III

Laclede Group started fiscal 2009
(which ends on September 30th) in ex-
cellent fashion. That was made possible
primarily by Laclede Energy Resources,
which benefited, in part, from higher

for
additional pipeline capacity). That division

so enjoyed order margins on sales of nat-
ural gas, due to depressed supplly pricing
in the Midwest from increased s ale sup-
Ely production. Meanwhile, profits for

accede Gas were moderately higher than
the year-earlier figure, arising from
greater income from natural gas sales,
youIght about by colder weather and high-

er infrastructure
Surcharge revenues.
eating expenses and investment
largetl ioffset these results.
At s juncture, the bottom line
stands to advance about 8%, to $2.85 a
share, in fiscal 2009. Earnings may be
lower next year, however, because of the
tough comparison.

be in
store for energy over the
2012-2014 period. Growth in the custom-
er base for the natural gas distribution

actions:
A p r l .
Jan u ary ,  Ap r i l

' 0 8 ,  9 4 ¢ .  Ne x t  e a mi n ? s  r e p o r t  d u e  l a t e
(C)  Div idends  h is to r ica l  'g p a id  In  e a r ly

,  J u l y ,  a n d  On t o  e r .  I  D i v i d e n d
r e i n v e s t me n t  p l a n  a v a i l a b l e .  ( D)  I n d .  d e f e r r e d

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l l t y
P r i c e  G r o w t h  P e r s i s t e n c e
E a m i n g s  P r e d i c t a b i l i t y

$3
charges. In 'OB: $340.4 mill., $15.48/sh.

in millions.
Qtly. egg. may not sum due to rounding or

change in shares outstanding.

B+
100
60
75

24.8
17.5

Target Price Range
2012 2014

128

96
80
64

48
40
32

24

-

III
ml
HII
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lllll
lllll
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A  F i s c a l  y e a r  e n d s  S e p t .  3 0 t h .
B  B a s e d  o n  a v e r a g e  s h a r e s  o u t s t a n d i n g  t h r u .

' 9 7 ,  t h e n  d i l u t e d .  Exc l u d e s  n o n r e c u r r i n g  l o s s :
' 0 6 ,  7 ¢ .  Exc l u d e s  g a i n  f r o m  d i s c o n t i n u e d  o p e r -
a 2009, Value Line Publishing , Inc. All r t  Hts reserved,
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NEW JERSEY RES. NYSE-NJR 32.25RECENT
PRICE 12.9(:.=:2:a:;a) ERATO

RELATIVE

PI

DIVD
YLD 3.8% VALUE

LINE

2
1

TIMELINESS Raised 11I28l08

S A F E W Raised 9l15l06

T E C H N I C A L 2  Ra i5ed  Hlz1 loB

BET A . e s  ( 1 . 0 0 =M a r k e t )

Ann'lTotal
Return
12%
6%

Pr i c e
4 5
3 5

H '  h
L1>"w

2012-14 PROJECTIONS

Gain
+40%
+10%

InsIder Decls ions

to Buy
Onions
to Sell

A M J  J  A  s  o  N  D
o  0  0  o  o  0  0  0  0
1  2  0  0  1  0  1  2  3
0  2  0  0  1  0  0  1  4

3Q100B
64
88

26312

:mow
90
62

26910

Institutional Declslons
102008

\ABu 85
W I 70
Hld'»lolml 26518

High :
Low:

17.9
14.0

18.3
14.9

21.7
16.6

22.4
16.2

26.4
20.0

29.7
24.3

32.9
27.1

35.4
27.7

37.6
30.3

41.1
24.6

42.4
32.2
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2013

3-f0r-2 Eph! 3/08

LEGENDS
1.40 x Dividend8$> sh
divided b#nter Rate
Relatlve Ice Strength

3-for-2 splat\ 3/02

Ogtinnsc Yes . .
haded area: poor recession

Lalesl recesslbnbegan12/07
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l l1111
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THIS VLARITH.
STUCK INDEX

18.3 -44.9
28.7 »44.1
58.7 -29.4

1 yr
3 yr.
5 yr.

I I m
12
8
4

Pement
shares
traded

I I

I Ill
I III III II 1 .illI I

I I
I I

l ll | h
Ill I Ill lllllllllll111uu. Il l IIIIII IIIII

2009 2010 ° VAL UE UNE PUB. ,  m c 12-14
89.10
3.40
250
1 .u

90.95
3.s0
2.0
1.21

Rmnu put sh A
"Cash Flow" per sh
Eamlngs per shs
Dlv'dsDld'd per sh °l

95.00
8.75
2.85
1.40

1 . 7 5

1 l . c 0

1 . 7 5

2 0 . 7 5

Cl p ' I  Sp a n d l n g  p e r  s h

B o o k  W o e  p e r  s h  °
1 . o

2 5 . 7 5

4 2 . 5 0 4 3 . 0 0 C o m m o n  S h a 0 u t s t ' g  E 4 5 . 0 0

l o n g
VIII!!
url

l r u l n
Uri
nu

Av g  An n ' I P IE  R o l l o

R e l a t i v e  P E Ra t l o

Av g  An n ' l  Dh f d  Y l d d

1 4 . 0

. a s

3 . 4 %

m o
105

S m
115

Rovenuls (smlm A
n u r m f n III)

4275
no

: w s
2.8%

3 9 . 0 %

w s

I n c u r s  T a x  l I e

Net  Prof i t M a r g i n

4 0 . 0 %

1 0 %

3 1 . 5 %

0 1 . 5 %

: w s
63.0%

L o n g - T e r m De b t  Ra t l o

Co mmo n  Eq u i t y  Ra t i o

3 3 . 0 %

0 7 . 0 %

F m
1040

1 4 1 5

1 0 6 0

Total capful is mun
Net Plant ($m11l1

F m
1125

9 . 0 %

1 3 . 5 %

1 3 . 5 %

9 . 0 %

1 3 . 0 %

1 1 0 %

Re c u r  o n  T o t a l  Ca p ' I

Re t u r n  o n  Sh u  Eq u l t y

Re c u r  o n  Co m  Eq u l l y

1 . 0 %

1 1 . 0 %

1 1 . 0 %

1993 1994 1995 199s 1997 1998 1999 2000 2 0 o 1 2002 2003
1 2 . 0 2

1 . 4 2

. 7 6

. s o

1 2 . a 1

1 . 5 4

. a s

. s o

1 1 . a s

1 . 4 2

. 8 6

. s a

1 a . 4 a

1 . 4 8

. 9 2

. 6 9

1 7 . 3 1

1 . 6 3

. 9 9

. 1 1

1 7 . 1 3

1 . 1 4

1 . 0 4

.7 3

22.65
1.86
1.11
.75

2 9 . 4 2

1_gg

1 . 2 0

. 7 6

5 1 . 2 2

2 . 1 2

1 . a 0

. 7 8

44.11
2.14
1.39
.80

6 2 . 2 9

2 . 3 8

1 . 5 9

. s o

1 . 5 4

6 . 5 4

1 .40

6 . 4 3

1 . 1 a

6 . 4 7

1 . 1 9

s . 1 a

1 . 1 5

6 . 9 2

1 . 0 1

7 . 2 6

1 . 2 1

7 . 5 7

1 . 2 a

8 . 2 9

1 . 1 0

a . a 0

1 . 0 2

s . 1 1

1 . 1 4

1 0 . 2 6

3 7 . 8 4 3 8 . 9 3 4 0 . 0 3 4 0 . 6 9 40.23 4 0 . 0 1 3 8 . 9 2 3 9 . 5 9 4 0 . 0 0 4 1 . 5 0 4 0 8 5

1 5 . 1

. 8 9

5 . 8 %

1 3 . 0

. a s

6 .2 %

1 1 . a

. 1 9

6 .7 %

1 3 . 6

. a s

5 .6 %

1 a . s

. 7 8

5 .3 %

1 5 . 3

. 8 0

4 . 6 %

1 5 . 2

.8 7

4 . 5 %

1 4 . 1

. 9 6

4 . 4 %

1 4 . 2

J o

4 .2 %

1 4 . 1

. 8 0

a s k s

w
14.0

S J *

2004
50.89
2.50
1.10
.so

1.45
11 .25
4 1 . 6 1

1 5 . 3

. a l

3 .3 %

2 5 3 3 . 6

7 1 . 6

3 9 .1 %

2 .5 %

4 0 .3 %

5 9 .7 %

7 8 3 . 8

s s 0 . 4

111.1%

15.3%

15.3%

2005
7 6 . 1 9

2 . 6 2

1 . 1 1

. 9 1

1 2 8

1 0 . 5 0

4 1 . 3 2

1 6 . 8

. 8 9

3 .1 %

3 1 4 8 .3

1 4 . 4

3 9 .1 %

2 .4 %

4 2 . 0 %

5 8 .0 %

7 5 5 . 3

9 0 5 . 1

11 .2%

17.0%

1 1 _ 0 )

2006
7 9 . 6 3

2 . 7 3

1 . 8 7

. 9 5

1 . 2 8

1 5 . 0 0

41.44
16.1
.87

3.2%

3 2 9 9 .6

7 8 . 5

3 8 .9 %

2 4 %

3 4 .8 %

6 5 .2 %

9 5 4 . 0

9 3 4 . 9

9 .6 %

12.5%

12.6%

2001
7 2 . 6 2

2 .4 4

1 . 5 5

1 . 0 1

1 . 4 6

1 5 . 5 0

4 1 . 6 1

2 1 . 5

1 . 1 5

3 .0 %

3 0 2 1 .8

6 5 . 3

3 8 .8 %

2 .2 %

37.3%

6 2 .1 %

1 0 2 8 . 0

9 7 0 . 9

7 . 7 %

1 0 . 1 %

1 0 . 1 %

2008
9 0 . 7 4

3 . 6 2

2 . 7 0

1 . 1 1

1 . 1 2

1 7 . 2 8

4 2 . 0 6

1 2 . 3

. 7 1

3 .3 %

3 8 1 6 . 2

1 1 3 . 9

a m s
3.0%

3 8 .5 %

61.5%

1 1 5 2 . 1

1 0 1 7 . 3

1 0 . 1 %

1 5 . 7 %

1 5 . 7 %

9 0 4 . 3

4 4 . 9

1 1 5 4 . 5

4 7 . 9

2 0 4 8 .4

5 2 .3

1 8 3 0 . 8

s e a

2 5 4 4 . 4

6 5 . 4

3 6 .2 %

5 .0 %

3 7 . 8 %

4 . 1 %

3 a . 0 %

2 . 6 %

3 8 .7 %

3 .1 %

3 9 . 4 *

2 . 6 %

4 8 . 7 %

5 1 .2 %

4 7 . 0 %

5 2 .9 %

5 0 . 1 %

4 9 . 9 %

50.6%
49.4%

3 8 . 1 %

5 1 . 9 *

5 9 0 . 4

1 0 5 . 4

6 2 0 . 1

7 3 0 . 6

706.2
m s

7 3 2 .4

7 5 6 .4

5 7 6 . 8

a s 2 . s

9 .0 %

1 4 . 8 %

1 4 . 8 %

9 .0 %

1 4 . 6 %

1 4 . 6 %

a . s %

1 4 .8 %

1 4 .9 %

8 .7 %

15.7%

15.7%

1 0 . 7 %

1 5 .6 %

1 5 . 6 *

CAPITAL STRUCWRE as M12/31/01
Tall nun $157.1 mill. DUI in 5 Yr $175.6 mill.
LT lab: $460.1 mill. LT Interest $16.9 mil
Ind. $8.8 mil. capitalized leases.
(LT lnlevesl eamed:4.8x, local inlarest coverage:
4.8x)
Pennon Assets-Sill! $80.6mill.

Obllg. $102.4 mil.
PM Stock None

Common Sled(42.31 l.ssa she.
l l  d :Mme
IARKET CAP: $1.4 billion (Mid Cap)

20oa 1m1ml2007

26.0
1048.5
1072.5

42.6
1067.1
1109.7

CURRENT POSITION
(;l11_L)

Cash Assets
Other
Current Asset:

5.1
194.a
799.9

61.7
2aa.a
594.0
894.0
450%

43.4
296.4
570.7
918.5
450%

64.4
250.8
378.1
703.3
461%

Aras Payable
Debt Due
Other
Current Uab.
Fix. Chg. Cov.

Past
10 Yrs.

17.5%
6.0%
7.5%
4.0%
a.5%

ANNUAL RATES
d dmgl (push)
Revenues
"Cash Flaw"
EgupIngs
Dlvldends
BookValue

E5t'd '06-'00
h '12-'14

2.5%
4.0%
5.5%
5.5%
8.5%

Past
5Vn.

9.0%
6.0%
7.5%
5.0%

11.5%

Fhcl l
Your
Ends

QUARTERLY REVENUES (S mill.) A
Doe.31 llan31 Jun.30 Sap.30

Full
Flscal
Year

2ooe

2001

zo0a
2009

zo10

536.1 535.5
662.2 593.2

1000 827.1
993.7 820

1025 850

1164 1064
737.4 1029
a11.1 1178
801.3 1175
ala 1205

3 2 9 9 . 6

3 0 2 1 . 8

3 8 1 6 . 2

3 7 9 0

3 9 1 0

F I I U I
You
Ends

unnmes PER SHARE A I
D¢4:.31 Man31 JUn.30 Sep.30 FIIII IIII

Yur
200s

2oo1

2ooa

2009

2010

d.29
.05

1.86
1.50
1.55

1.43
.19
.30
.so
.40

d.09
.60

d.18
d.10
405

.82

.10

.87

.11
00

1 .87
1 .55 I
2.10
2.50
2.70

Cal-
ondar

QUARTERLY DMDENDS PAID CHI
M1r.31 Jun.30 Sep.30 Dec.31

Full
Your

2005

zoos

2007

2ooa

zoos

. 2 2 1

. 2 4

. 2 5 3

. p a

. 2 2 1

. 2 4

. 2 5 3

. 2 a

. 2 2 1

. 2 4

. 2 5 3

. 2 8

. 2 2 1

. 2 4

. 2 5 3

. 2 6 7

. 3 1

. 9 1

. 9 6

1 . 0 1
1 . 1 1

5.0%
67*

5 .4%

6 3 %

6 .1 %

5 9 %

6.9%
58%

7 . 7 %

5 1 *

7 .8 %

49°/o
8 .5 %

5 0 %

6 .3 %

5 0 %

3.6%
ws

9 .5 %

4 0 %

5 . 5 %

5 0 %

w s
47%

Re t a i n e d  t o  Co m Et

a l D i v ' d l  t O  n u  m f

5 .5 %

4 9 %

and electric utility. 35% oil-system and capacity release). N.J. Natu-
ral Energy subsidiary provides unregulated relaillwhdesale natural
gas and related energy sacs. 2008 de. rate: 29%. Has ask employ.
OflJdir. own about 1.7% at common (12IOBPraxy). Chrmn., CEO, &
Pres. : Laurence M. Dovmes. Inc.: n.J. Addr.: 1415 Wyckoff Road,
Wall, NJ 07719. Ta.: 732.93e14a0. Web: www.niresou1ees.com.

BUSINESS: New Jersey Resources Corp. is a holding company
providing ralaiWvholesale energy sacs. in amomars in New Jersey.
and In states from Me Gulf Coast lo New England. and Canada.
New Jersey Natural Gas had about 4a4.000 customers at sranioa
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal
2008 volume: 99.6 bill. Ar. ft. (59% Nm. 6% interruptible industrial

ere, coupled with NJRES'
The Steckman Ridge storagecut this segment's contribu-

' ha

Board of Public Utilities for two programs
aimed at stimulating the local economy
through energy efficiency, job creation,
and infrastructure spending. If approved,
these capital projects would create up to
100 jobs. The benefit to NJR would be an
increase in the safety and reliability of its
distribution system.
Meantime, we have introduced a 2010
bottom-line estimate of $2.70 a share.
Top-line volumes ought to rebound next
year due to the addition of utility custom-

capital projects.
facility and

the recently completed 16-inch main
pipeline both ought to contribute nicely

ese t im ely shares m ay appeal  to
momentum- and income-oriented ac-
counts (Tlmeliness: 2). And the recent
dividend hike of 10.7% only sweetens the
deal, dividend growth is a hallmark here.
Finally, New Jersey Resources' ability to
hold up in such a diff icult market is a
plus. This characteristic is supported by

Price

Mardi 13, 2009

the stock's top Safety rank (1), and his
marks for Financial Strength and
Stability.
Bryan Fong

New Jersey Resources did not  per-
form  as wel l  as expected dur ing i ts
2009 f iscal  f i rst  quarter  (ended De-
cember 31st). The New Jersey Natural
Gas (N.ING) unit did benefit from a recent
rate case increase, and steady customer
growth. That division added roughly 1,765
new customers over the December interim.
However, that was not sufficient enough to
offset the downturn at the company's JR
Energ Services (NJRES) unit. Narrower
winter storage spreads, and a slowdown in
contracted transportation capacity across
the Northeast.
son to earnings nn . Consequently,
N_IR's bottom line suffered.
Thus,  we have t r im m ed th i s  year 's
earnings f igure approximately 11%.
The domestic recession has prompted
many consumers in NJR's service areas to
scale back spending. Meanwhile, home
foreclosure resulting in vacant domiciles
adds another element of risk and un-
certainty. In all, 2009's prospects have
been hindered. But, on a brighter note,
Economic stimulus programs may
bear fruit down the road. .IN recent-
ly filed a proposal with the New Jersey

v: I l l  p a id  in  e a r ly  J a n u a r y ,
l  Di v i d e n d  r e i n v e s t -

( c )  Di v i d e n d s  h i s l o l i
Ap r i l ,  J u l y ,  a n d  Od n h e r .
we n t  Da n  a v a i l a b l e .
( D)  I n c l u d e s  r e g u l a t o r y  a s s e t s  i n  2 0 0 8 :  $ 3 4 0 . 7

million, $8.09lshare.
(E) In millions, adjusted for split.
(F) Reslalod.

A
100
65
50

Company: Flnancial Strength
Stock's rice Stablllty
Prlce Gllwllh Porslstenea
Eamings mulcubimy

19.8
16.1

Target Price Range
2012 2014

80

60
50
40

30
25
20

1 5

10
__7.5

llllllllm

(A Fiscal year ends Sept. 30th.
(B Diluted earnings. Qily egg may not sum to
total due to change in shares outstanding. Next
earnings report due late April.
o 2009. Value Line Publishing , Inc All rt Hts reserved. Factual material is obtained ham sources believed to he reliable and is provided without warranties of any kind.
THE PUBLISHERIS NOT RE8p0N518l_EgF0R ANYERRORSOR OMISSIONS HEREIN. for 9Jbs4:riber's own, non-commercial, internal use. NO part
of it may be reproduced, resold. stored or transmitted in any printed,eleclmnicor other form, service or product
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Nlcor struggled in the leeond half of

the company posted likely have a
earnings of $1 a shame In the fourth Wu! 's performance going forward

which beat our tlmate but still e lowered our estimates for
2 . We look for the bottom line to come

the ICC.me

i t(
tO be

urea by high operating
e company .w'.1¢. l dedalon for a

rate case Bled with the Illinois Com-

bottom
The ship-

strengthen4 mllllon to re-
.l5%. The new

just to the current market
ICC

»».

investors monitor this situation since it
2008. Most recently, will heavy bearing on this

.05 I
?\l8¥'t¢¥',
ell short d' the prior-year tally. Rising
costs coupled vwlth the weak economic en- in at about $2.50 a share. which Is near
vkonment weighed on GAS' performance. proposed base by This es-
As a result, annual share net fell below tlmate assumes normal weather and Is
2007's mark al $2.98. Nlcnr eontlnu supported by this utility's steady cash

is. flow. However, If the rate case is approved,
our estimates may prove to be conserva-
tive.

mere Commission (ICC). Given rising We are introducing our expectations
acpendtures. the utility filed a case for an for 2010. We look for the top and
overall increase in rates. Nlcor seeks to lines to bounce back next year.
raise Its rate base by $140. ping business should begin to
fleet a return al' Hi!!! of ll over this time frame. Accondlngly, we es-
rate would allow t company to better ad- tlmate eamlnas of $2.90 a share.

conditions. In This stock ranked 3 (Average) for
response, the proposed a base ln- Tlmellness. Nlcorls prospects are some-
crease al' $68.8 million, which reflects a what Ill-defined, given the pending rate

case. Thus. we recommend m t investors
take a wait-and-see approach. However.

is in the income-oriented accounts should note that
this issue offers an attractive dividend
yield, which is above the average for a nat-
ural gas utility.
RichardGallagher Math 13.20109

cost of equity of l0.l'I%. The proposal also
includes two rate mechanisms focused on
energy efficiency Management
process of ';8=°"*i";g to this offer. After
this. Nlcor a the I C will move toward a
final decision, which should be announced
this month. Accordingly, we recommend

43.9
29.4

Target Price Range
2012 2014
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48

32

24
20
16

12

l l l l l l lhl l l l l l .

III
III

IHII
Hill

Ihfi
IIIH

~'2-14

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Based on primary earnings thru. '96, then Excl. items from discontinued ops.: '93, 4¢, '96, went plan available. (C) In millions.
diluted. Exd, nonrecurring gairrsl(Ioss): '97, 6¢, 30¢. Need egg. report due early May.
'98, 11¢, '99, 5¢, '00, ($1.96), '01, 16¢, '03, (B) Dividends historically paid mid February,
(27¢), '04, (52¢), '05, B0¢, '06, (17¢), '07 (13¢). May, August,  November.  l
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3.41

1.61

1.18

16.86

3.86

1.97

1.20

15.82

3,72

1.78

121

18,77

3.24

1.02

1.22

18.17

3.72

1.70

1.23

21.09

3.58

1.79

1.24

25.7B

3.86

1.88

1.25

25.07

3.65

1.62

1.26

23.57

3.85

1.76

1.27

25.69

3.92

1.86

1.30

33.01

4.34

2.11

1.32

37.20

4.76

2.35

1.39

3.61

13.08

4.23

13.63

3.02

14.55

3.70

15,37

507

1602

4,02

15.59

4.78

17.12

3.46

17.93

3.23

18.56

3.11

18.88

4.90

19.52

5.52

20.64

3.48

21.28

3.55

22.01

19.77 20.1a 22.24 22.56 22,85 24.B5 25.09 25.23 25.23 25.59 25.94 27,55 27.58 27.24

12.9

.76

5.2%

13.0

.85

5.5%

12.9

.86

5.7%

11.7

.73

5.2%

14.4

.B3

4.8%

2 6 7
1.39

4.5%

14.5

.83

5.0%

12.4

.81

5.6%

12.9

.66

5.1%

17.2

.94

4.5%

15.8

.90

4.6%

16.7

.88

4.2%

17.0

.91

3.7%

15.9

.85

3.7%

2007
39.13
5.41
2.76
1.44
4.48

22.s2

28.41

16.7

.89

3.1%

1033.2

74.5

37.2%

7.2%

46.3%

53.7%

1106.8

1495.9

8.5%

12.5%

12.5%

2008 2009 2010 © VALUE LINE PUB., INC

39.17

5.29

2.58

1.52

39.60

5.60

2.75

1.58

41.50

5.85

2.85

1.56

Revenues per sh

"Cash Flow" per sh

Earnings perch A

Div'ds Decl'd per sh Bl

40.20

6.75

3.45

2.00

4.15

23.70

4.50

24.90

4.50

26.10

Cap'l Spending per sh

Book Value per sh

4.50

30.50

26.50 26.50 26.50 Common She 0u!st'g c 28.00

17.7

1.14

3.3%

Bold Fa
Value
destin

ties are
Line
:tea

IAv  Ann ' l PIE Ratio
Relative PlE Ratio
Avg Ann'l Div'd Yield

18.0
1.20

3.2%

1037.9

68,5

1050

73.0

1100
15.5

Revenues ($miII)
Net Profit ($miII)

1350

96.5

36.9%

6.6%

37.0%

7.0%

37.0%

6.9%

Income Tax Rate

Net Profit Margin

37.0%

7.2%

44.9%

55.1%

47%

53%

47%

53%

Long-Teml Debt Ratio

Common Equity Ratio

47%

53%

1140.4

1549.0

1180

1600

1225

1660

Total Capital ($milI)
Net Plant ($mill)

1400

1900

8.0%

11.2%

11.2%

8.0%

11.0%

11.0%

8.0%

11.0%

11.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.0%

11.0%

11.0%

455.8

44.9

532.1

47.8

650.3

50.2

541.4

43.8

611.3

46.0

707.6

50.6

910.5

58.1

1013.2

65.2

35.4%

9.9%

35.9%

9.0%

35.4%
7.7%

M.9%

6.8%

33.7%

7.5%

M.4%

7.1%

36.0%

6.4%

36.3%

6.4%

46.0%

49.9%

45.1 %

50.9%

43.0%

53.2%

47.6%

51 .5%

49.7%

50.3%

46.0%

54.0%

47.0%

53.0%

46.3%

53.7%

861.5

895.9

887.8

934.0

880.5

965.0

937.3

995.6

1006.6

1205.9

1052.5

1318.4

1108.4

1373.4

1116.5

1425.1

6.B%

9.7%

9.9%

6.7%

9.8%

10.0%

6.9%

10.0%

10.2%

5.9%

8.9%

8.5%

5.7%

9.1%

9.0%

5.9%

8.9%

8.9%

6.5%

9.9%

9.9%

7.1%

10.9%

10.9%

CAPITAL STRUCTURE as of 12/31/08
Total Debt $760.0 mill. Due in 5 Yrs $259.8 mill.
LT Debt $512.0 mill. LT Interest $37.0 mill.

(Total interestcoverage:4.0x)

Pension Assels-12/07 $241 mill.
Obllg. $260 mill.
Pfd Stock None

Common Stock26.5 mill. shares

MARKET CAP $1.0 billion(Mid Cap)

2006 2001 12/31108

6.1
268 . 8
274 . 9
119 . 7
14B .1
122 . 1
389 . 9
4 0 8 %

5 . 8
303 . 0
308 . 8
113 . 6
129 . 6

98 . 3
341 . 5
3 4 9 %

6 . 9
414. 1
481 .0

94_4
248 . 0
208 . 9
551 . 3
3 9 3 %

CURRENT POSITION
($mlLL.)

C ash Asse t s
O t he r
C ur rent  Asset s
Acc t s  P ayab le
D eb t  D ue
Ot her
Cur rent  L iab.
F x.  Chg.  Cov.

Est'd '05-'01
to '12-'14

6.5%
5.0%
7.0%
5.5%
3.5%

Pas!
10 Yrs.

8.5%
3.0%
3.0%
1.5%
3.5%

Past
5 Yrs.

8.5%
5.5%
6.5%
2.0%
3.5%

ANNUAL RATES
of dlange (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2006

2007
2008

2009

2010

114.9

124.2

109.7

120

125

171.0

183.2

191.3

200

210

336.9

331.7
349.2

340

355

390.4

394.1

387.7

390

410

1013.2

1033.2

10379

1050

1100

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Ful l
Year

zoos

2001

200s
2009

z010

.07

.10

.00

.10

.11

d.35

d.22

d.38

d.34

d.33

1.15

1.11

1.25

1.27

1.32

1.40

1.77

1.63

1.72

1.75

2.35

2.75

2.55

2.75

2.85

Cal-
endar

QUARTERLY DWIDENDS PAID Bl

Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

.325

.345

.355

.375

.345

_355

.375

.395

.325

.345

.355

.375

.325

.345

.355

.375

.395

1.32

1.39

1.44

1.52

2.8%
74%

3.1%

70%

3.5%

67%

1.9%

79%

2.6%

72%

2.7%

69%

3.7%

63%

4.5%

59%

6.0%

52%

4.7%

59%

4.5%

57%

4.5%

58%

Retained to Com Eq

All Div'ds to Net Prof

4.5%

58%

Owns local underground storage. Rev. breakdown: residential,

55%, commercial, 28%, industrial, gas transportation, and other,

17%. Employs 1,130. Barclays Global owns 6.5% of shares, of-

ficers and directors, 1.3% (4/OB proxy), CEO: Gregg S. Kantor. Inc.:

Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele-

phone: 503-226-4211. Internet: www.nwnatural.com.

BUSINESS: Northwest Natural Gas Co. distributes natural gas to

90 communities, 662,000 customers, in Oregon (90% of customers)

and in southwest Washington state. Principal cities served: Portland

and Eugene, OR, Vancouver, wA. Service area population: 2.5 mill.

(77% in OR). Company buys gas supply from Canadian and U.S.

producers, has transportation rights on Northwest Pipeline system.

of2009.
l i k e l y  r i s e

g u i d e d  t o  a

Oregon PUC in October. The new arrange-
ment should reduce earnings swings, as
Northwest will book only 10% or 20% of
the profit or loss on the cost of gas, down
from one-third through 2008.
Earnings from present operations wil l
probab y r ise steadi ly through 2012-
2014. Customer growth will likely contin-
ue to exceed the U.S. average of around
1% per year. Oregon's enlightened regu-
lations should protect Northwest from the
vagaries of the weather, and Washington
will probably institute a weather adjust-
ment clause, as well. Costs should rise at a
slower pace than the customer roster, But
TWO large projects could significantly
boost Northwest's earnings by 2014. If
regulators give all necessary approvals, a
gas storage project in California and a new
gas pipel ine in Oregon wi l l  come on
stream in 2011-2012. Together, they could
require over $525 million of investment by
Northwest. The company would have to
sell some stock, but the projects could add
at least $0.35 a share to our forecast.
These top-qual i ty shares have sol id
risk-adjusted total-return potential.
Sigaurney B. Romaine March 13, 200.9

Nor thwest  Natural 's  four th-quar ter
earnings gain was a bit above nonna.
In the anal period of 2008, the company
profited from its gas cost-sharing arrange-
ment in Oregon, where it had lost money
in the prior-year period. Operating and
maintenance costs declined 12%, year to
year, and the Oregon weather normaliza-
tion clause helped, as well, though it had
no effect on 2007 December-period profits.
Despite gas cost-sharing profit in the
fourth quarter, Northwest lost about $0.11
a share from the arrangement in 2008.
Customer growth, though, slowed to 1.6%
in 2008, well below the recent average.
Earn ings wi l l n i c e l y  i n

Northwest range
$2.55 to $2.70 a share this year, but we
think the company will do a bit better.
Even though customer growth will proba-
bly be modest in 2009, Northwest should
continue to garner new accounts from cus-
tomers switching to gas from other sources
of heat. The revised gas cost-sharing sys-
tem in Oregon should also help, as the
company should benefit from gas prices
that are now well below last fall, North-
west's gas cost forecast is approved by the

(B) Dividends histor ically said in mid-February,
May,  August ,  and Novem Er.

Dividend reinvestment  plan available.

(C) In millions, adjusted for stock split.
Company's Financial Strength
Stock's Price siabluty
Price Growth Persistence
Earnings Predictability

A
100
70
80

27 . 5
17. 8

Target Price Range
2012 2014

120
100
80
64

48

32

24
20
16

12

-B

-

l.ll
lllll

l l l l I
l l l l l
HIII

-12-14

(A)  Diluted earnings per  share.  Excludes non-

($0.06),  '08,  ($0.03).  Next  earnings report  due
ear ly May.
8 2009.

of it may be reproduced, resold. stored or lra1smi\1ed in any primed. electronic or other rum.

recurring items: '98, $0.15, '00, $0.11, '05,

Value Line Publishing, Inc, All riq1h15 resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties Of £3 kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, noncommercial, internal use. o part

or used for generating or marketing any printed or electronic pubicalion, service or prnducLi m m



PIED11041lAT'L. GAS NYSE-PNY
RECENT
PRICE 22.46 PIE

RATIO 14.0(8:2:s 333)§FEL?J£%E 1.36DIV'D
YLD 4.6% VALUE

LINE

TIMEUNESS 3

2
Raised 6/15/07

sArErv New 7127190

T E C H N I C A L 2 lnwefed  1 /9 /09

BET A . 6 5  ( 1 . 0 0 = M a r k e t )

An n ' l  T o ta l
Re t u r n
2 3 %
1 6 %

Pr i c e
4 5
3 5

2 0 1 2 - 1 4  P R O J E C T I O N S

Ga i n
( + 1 0 0 % ;

( + 5 5 %
H'g h
L a w

I n s I d e r  D e c l s l o n s
A  M  J  J  A  s  o  N  D
0  0  0  0  0  o  0  1  0
0  0  0  0  0  0  0  0  0
0  0  0  0  0  0  0  0  1

to Buy
Options
to Sell

institutional Declslons
1a20ua 292908 392008

7 8 9 7 8 2
8 5 7 7 9 6

36778 36688 35228
:Sal
Hld's(0l)0

High:
Low:

18.1
13.9

18.3
14.3

19.0
14.6

1 9 . 0
1 3 . 7

22.0
16.6

2 4 . 3
1 9 . 2

2 5 . 5
2 1 . 3

2 8 . 4
2 3 . 2

2 8 . 0
2 2 . 0

3 5 . 3
2 1 . 7

3 2 . 0
2 2 . 4

l."l

Il l

2013

d i w a w

11/04

L E G E N D S  . .
1.40 x Dmdends 9 sh

.  Hg  In te fes  Rate
f Rea t lve  nee  St reng th

2- or-1 spit
Oggnsz Yes . .

dad area: peer recession
Latest recesslbn began 12/07
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%  T O T .  R E T U R N 2 1 0 9
aL ARITH.

INDEX
~4-4.9
»44.1
-29 .4

THIS
STOCK

1. 7
9 . 3

3 9 . 8

1  y r .
3  y r .
5  y r .

Percent
shares
traded

7.5
5

2.5

I I I
•

""II.j ll ..111I
9:3

I

I'll I I
I |

I
| I l l

I III
I

I
2006

2 5 . 8 0

2 . 5 1

1 . 2 8

. 9 5

2 .1 4

1 1 . s a

7 4 . 6 1

1 9 . 2

1 . 0 4

3 .9 %

1 9 2 4 . 6

9 1 . 2

34 .2%

5 .0 %

48.3%

5 1 .7 %

1 7 0 7 . 9

2 0 7 5 . 3

7 .2 %

11.0%

11.0%

-.Rf.; I
I

II I
I
I

ll I
I

1993 1994 1995 1995 1997 1998 1999 2000 2001
1 0 . 5 7

1 . 1 4

J o

. p a

1 0 . a 2

1 . 1 3

. s a

. 5 1

a . 1 s

1 . 2 5

. 7 3

.5 4

1 1 . 5 9

1 . 4 9

.BE

. 5 7

1 2 . a 4

1 . 6 2

. 9 3

.so

1 2 . 4 5

1 . 1 2

.BB

.64

1 0 . 9 7

1 . 1 0

. 9 3

. 6 8

1 3 . 0 1

1 . 7 7

1 . 0 1

. 1 2

1 7 . 0 6

1 .8 1

1 .0 1

. 7 6

1 . 5 8

5 . 4 5

1 . 9 5

5 . 6 8

1 . 1 2

6 . 1 6

1 . 6 4

6 . 5 3

1 . 5 2

6 . 9 5

1 .48

7 . 4 5

1 . 5 8

1 . e s

1 . 6 5

a . 2 s

1 . 2 9

a . 6 3

5 2 . 3 0 5 3 . 1 5 5 7 . 6 7 5 9 . 1 0 6 0 . 3 9 s 1 . 4 a 6 2 . 5 9 6 3 . 8 3 6 4 . 9 3

1 5 . 4

. 9 1

4 . 3 %

1 5 . 1

1 . 0 3

4 . a %

1 3 . 8

. 9 2

5 .4 %

1 3 . 9

. 8 7

4 .9 %

1 3 . 6

. 7 8

4 . 8 %

1 6 . 3

. 8 5

4 . 0 %

1 1 . 1

1 .0 1

4 .1%

1 4 . 3

. 9 3

5 .0%

1 6 . 7

. 8 6

4 . 5 %

2002
1 2 . 5 1

1 .8 1

. 9 5

. 8 0

1 . 2 1

8 . 9 1

6 6 . 1 8

1 8 .4

1 . 0 1

4 . s %

8 3 2 . 0

6 2 . 2

3 3 . 1 %

7 . 5 %

4 a . s %

5 6 .1 %

1 0 5 1 . 6

1 1 5 8 . 5

7 .8 %

10.6%

10.6%

2003
1 8 . 1 4

2 . 0 4

1 .1 1

. o z

1 . 1 6

9 . 3 6

6 7 . 3 1

1 6 . 7

. 9 5

4 .4 %

1 2 2 0 . 8

1 4 . 4

3 4 . 8 %

6 .1 %

4 2 . 2 %

5 7 . 8 %

1 0 9 0 . 2

1 8 1 2 . 3

8 .6 %

1 1 . a %

11.a%

2004
1 9 . 9 5

2 . 3 1

1 . 2 7

. a s

1 . 8 5

1 1 . 1 5

7 6 . 5 7

1 s . s

. e a

4 .1 %

1 5 2 9 . 7

9 5 . 2

3 5 . 1 %

6 . 2 %

4 3 . 6 %

5 6 .4 %

1 5 1 4 . 9

1 a 4 9 . s

7 .8 %

1 1 . 1 %

11.1%

2005
2 2 . 9 6

2 . 4 3

1 . 3 2

. 9 1

2 . 5 0

1 1 . 5 3

7 6 . 7 0

1 7 . 9

. 9 5

3 . 8 %

1 7 6 1 .1

1 o 1 . a

33 .7%

5 .8 %

4 1 . 4 %

58.6%

1 5 0 9 . 2

1 9 3 9 . 1

8 2 %

11.5%

11.5%

2007
2 3 . 3 7

2 .6 4

1 . 4 0

. 9 9

1 . 8 5

1 1 . 9 9

ms
1 8 . 7

. 9 9

a .a %

1 7 1 1 . 3

1 0 4 . 4

3 3 .0 %

6 .1 %

48.4%

5 1 .6 %

1 7 0 3 . 3

2 1 4 1 . 5

7 .a %

1 1 . 9 %

11.9%

2008
2 8 . 5 2

2 . 7 7

1 . 4 9

1 . 0 3

2 . 4 7

1 2 . 1 1

7 3 . 2 6

1 8 . 2

1 . 1 5

a .a %

2 0 8 9 .1

1 1 0 . 0

35 .4%

5 .3 %

47.2%

52.8%

1 6 8 1 . 5

2 2 4 0 . 8

8 . 2 %

1 2 . 4 %

1 2 . 4 %

2009 2010 VAL UE UNE PUB. ,  mc 12-14
2 9 . 2 5

z s

1 . 5 0

1 . 0 5

3 0 . 1 5

1 0 5

1 . 1 0

1 . 1 0

Rmnuu par ah A
"Cash Fluff' Pu sh
Eamings per shI
Dlv'dsDscl'd par sh °l

3 1 1 5

3 . 4 0

2 . 1 5

1 . 2 5

1 1 5

1 2 . 6 5

2 1 0

1 3 . 4 5

Cl p ' I  Sp e n d i n g  p e r  a h

B o o k  W u e  p e r  s h  °
2 . 2 5

1 5 . 0 5

use 7 3 . 5 0 C o m m o n  S h e O u t s f g  E N o v

laldlg
wm
lldu

umm
Lian
n u

Av g  An n ' I  P I E Rl t l o

Re la t i v e  PIE Ra t lo

Av g  An n l  D i v ' i l  V i d a

1 8 . 0

1 . 5 0

3 . 1 %

2 1 5 0

1 2 0

2 2 1 5

1 3 5

Rwenuu (SIIIIII) A
in mm limn)

m o
155

3 5 . 0 %

5 . 5 %

3 5 . 0 %

a n s

I n c n mn  T a x  Ra h

n u  P r d i t  M I n

3 5 . 0 %

6 . 5 %

5 1 . 0 %

4 0 . 0 %

4 9 . 5 %

5 0 . 5 %

L o n g - T e r m D e b t R a t i o

Co mmo n  Eq u i t y R a t i o

4 7 . 0 %

5 3 . 0 %

1 9 0 0

2 2 5 0

1 9 5 5

2 1 0 0

T e a l  Ca p i t a l  ( $ mI I I )

Na t  Pl a n t ( $ m l I I )

m o
2450

7 . 5 %

1 2 . 5 %

1 2 . 5 %

8 . 5 %

1 1 . 5 %

1 3 . 5 %

Retu rn  o n  T o ta l  Cap ' I

Re tu r n  o n  Sh i .  Eq u l ty

Re t u r n  o n  Ca m Eq u i t y

a c
13.5%
13.5%

C A P r r A L  S T R U C T U R E  a s  b f  1 m 3 1 m e
f o u l  De b t  s 1 2 3 0 . s  mi l l .  Du e  I n  5  Yr s  s 1 5 0 . 0  mi l l .
L T n u n $ 7 9 4 . 3  mi l l . L T  I n t e r e s t  s s s . s m i l l .
(LT  in te res t  earned:  4 .0x .  to ta l  in te res t  coverage:
3 . 7 x )

P e n s i o n  A s s e t : - 1 0 / 0 8 $ 1 5 0 . 3  m i l l .
Ob l l g .  $ 1 4 a . 5  mm.

Pf d  St o d g e  No n e

C o m m o n  S l a c k 7 3 , 2 6 0 , 6 7 2 s h e .
h e M 1 2 1 1 G 1 0 1
M A R K E T  C A P :  $ 1 . 7  b i l l i o n  ( M i d  C a p )

2 0 0 6 z 0 0 1  1 0 1 3 1 1 0 1

1 . 0
5 9 3 . 8
5 0 0 . 8

1 3 2 . 3
4 3 6 . 5
1 1 2 . 7
6 8 1 . 5

3 4 1 %

8 . 9
4 6 1 . 1
4 7 6 . 0

8 0 . a
1 1 0 . 0
1 5 0 . 1
4 0 0 . 4

3 2 3 %

1 . 5
4 2 7 . 8

4 3 5 . 3
1 4 3 . 6
1 9 5 . 0

7 5 . 9
4 2 4 . 5

3 0 9 %

C U R R E N T  P O S I T I O N
S M L L )

A s s e t s
O t h e r
C u r r e n t  A s s e t s

A d d s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  U a b .

F l x .  C h g .  C o v .

A N N U A L  R A T E S
d dllngs (per sh)
R e v e n u e s
" C a s e  F l a w "
Eg r y u n g s
D l v l d e n d s
B a c k  V a l u e

P a s t a m s  ' 0 8 - ' 0 8
5 Yrs. nm '12-'14
1 0 . 0 % 4 . 0 %

7 . 0 % 4 . 5 %
6 . 5 % 7 . 5 %
4 . 5 % 3 . 5 %
6 . 0 % 5 . 0 %

P a s t
10 Yrs.

7 . 5 %
5 . 0 %
4 . 5 %
5 . 0 %
5 . 5 %

F i l e d

3882
WIRTERLY REVENUES (S mill.) A

Jan.31 Apr.30 JULY 0431
Full

Fltcal
Yu!

2000

2001

200a

2009

2010

2 8 2 . 2

2 1 a . 2

3 1 1 . 7

3 2 0

3 4 0

2 3 7 . 9

2 2 4 . 4

3 5 4 . 7

3 0 0

3 7 5

9 2 1 . 4 4 8 3 . 2

6 7 7 . 2 5 3 1 . 5

7 8 8 . 5 6 3 4 . 2

1 1 5 0 5 5

m 5 7 0

1 9 2 4 . 7

1 7 1 1 . 3

2 0 8 9 . 1

2 1 5 0

2 2 1 5

F l i e d
Y o u r

E n d s

EARNI NGS PER SHARE A I  F

J a n . 3 1  A p r . 3 0 J u l . 3 1 0 4 3 1

Full
Flml
Ynr

2005
2007
200a
2 m
2010

d . 0 8

d . 1 1

d . 1 8

d . 1 1

d . 0 3

. 5 1

.GO

. 6 6

. s o

. 7 0

d . 1 6

d . 1 2

d . 1 0
d . 1 0

1 1 0 2

. 9 4

. 9 4

1 . 1 2

1 . 1 3

1 . 1 5

1 . 2 7

1 . 4 0

1 . 4 9
1 . 6 0

1 . 1 0

c a 1 -
s n d a r

GUARI ERL Y DM DENDS PAI D  c .

M l r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2005

goos

2001

20oa

2000

. 2 3

. 2 4

. 2 5

. 2 6

. 2 3

. 2 4

. 2 5

. 2 6

. 2 3

. 2 4

. 2 5

. 2 6

. 2 1 5

. 2 3

. 2 4

. 2 5

. 2 6

. 9 1

. a s

. 9 9

1 . 0 3

eau
58.2

8 3 0 . 4

6 4 . 0

1 1 0 7 . 9

5 5 . 5

3 9 . 7 %

8 . 5 %

3 4 .7 %

7 .7 %

3 4 .6 %

5.9%

4 6 . 2 %

5 3 .8 %

4 6 . 1 %

5 3 .9 %

4 ` I . 6 *

5 2 .4 %

9 1 4 .7

1 0 4 7 . 0

s 1 a . 4

1 0 7 2 . 0

1 0 6 9 .4

1 1 1 4 . 1

8 . 1 %

1 1 . 8 %

11 .a%

8 . 3 %

1 2 . 1 %

12.1%

1 . 9 %

11.7%

11.7%

3.3%
m

3 .5 %

7 1 %

3 .0 %

7 5 %

1 . 1 %

5 3 %

3 . 1 *

7 4 %

3 .7 %

6 6 %

3 .6 %

6 8 %

2 .8 %

7 4 %

3 .5 %

7 0 %

3 .9 %

6 9 %

4 . 0 %

6 7 %

5 . 0 %

6 2 %

Rz t a l n o d  t o  Co m Et

Al l  Div 'd s  t o  n m Pr o f

6 . 0 %

S m

B U S I N E S S :  P i e d m o n t  N a t u r a l  G a s  C a n p s n y  i s  p r i m a r i l y  a  r e g u -

l a t e d  n a t u r a l  g a s  d i s t r i b u t o r .  s e w i n g  o v e r  9 3 5 , 7 2 4  c u s t o m e r s  i n
N o r t h  C a r o l i n a .  S o u t h  C a r o l  f a .  a n d  T e n n e s s e e .  2 0 0 s  r e v e n u e  m i x :

r e s i d e n t i a l  ( 3 9 % ) ,  o o m m e r d a l  ( 2 4 % ) ,  i n d u s t r i a l  ( 1 2 % ) ,  o t h e r  ( 2 5 % )
P r i n c i p a l  s u p p l i e r s :  T r e n s o o  a n d  T e n n e s s e e  P l p e l i n e .  G a s  c o s t s :

7 3 . 5 %  d  r e v e n u e s .  ' 0 a  d e p r e s s .  r a t e :  3 . 2 % .  E s t i m a t e d  p l a n t  a g e :

8 . 7  y e a r s .  N o n - r e g u l a t e d  o p e r a t i o n s :  s a l e  o f  g a s - p o w e r e d  h e a t i n g

e q u i p m e n t ,  n a t u r a l  g a s  b r o k e r i n g ,  p r o p a n e  s a l e s .  H a s  a b o u t  1 , 8 3 3

e m p l o y e e s .  O t t i o e r s  a  d i r e c t o r s  o w n  a b o u t  1 . 1 %  d  c o m m o n  s t o c k

( 1 / o s  p r i o r y ) .  C h a i r m a n ,  C E O .  S  P r e s i d e n t :  T h o m a s  E .  S k a i n s .  In c . :

N C .  A d d r e s s :  4 7 2 0  P i e d m o n t  R o w  D r i v e .  C h a r l o t t e .  N C  2 8 2 1 0 .  T e l -

e p h o n e :  7 0 4 - 3 6 4 - 3 1 2 0 .  I n l e m e l : . p i e d m o n t n g . o o m .

matter of time before natural gas prices

tapered growth in new accounts. And
while these metrics are still relatively
steady, the state of the regional economy
suggests customer growth may slow fur-
ther in the months to come. However, cost-
cutting efforts ought to offset the slow-
down and augur well for the bottom line,
contributing to a share-net advance of
rug*hly 7%.
We ave introduced our 2010 earnings
estimate at $1.80 a share. The continued
utilization of Piedmont's Hardy Storage fa-
cility should provide a nice avenue for ex-
pansion next year. Meanwhile, it's only a

trend higher. And in the longer term, the
Robeson liquefied natural gas storage
g'~'3w is slightly ahead of schedule and on
u get to be in service by 2012.

These neutrally ranked shares may
appeal to income-oriented accounts.
Since our December review, they have

They still do

than management
More recently,

help

Still,
on this year's growth prospects.

declined approximately 21%.
not offer much in the way of capital appre-
ciation potential. However, the recent
downturn provides a more attractive entry
point to this good-yielding stock.
Bryan Fong March 13,2009

Piedmont Natural Gas finished fiscal
2008 (ended October 31st) with solid
results, despite the difficult economy
Revenues advanced 22% due to higher 3ys-
tem throughput volumes, as well as a di-
tional customer accounts at the utility seg-
ment. However, the bottom-line increase
was moderated owing to weaker contribu-
tions at the Southstar Emery Services
unit. But progress was made.
The January-period bottom line came
in slightly above the prior year. The
top line benefited from additional custom-
ers in the residential, commercial, and
conversion markets. Meanwhile, the
Hardy Storage facility has begun to gain
traction. It recently posted its contribu-
tion to income by more than 20%. Marins
were impacted last year because of dcc ln-
ing natural gas prices, and a greater gas
storage writedown ex-
pected. indications are that
prices may start to widen margins
and boost earnings contributions from the
nonutility portion of PNY's business mix.

economic headwinds may web
e

past couple of quarters have experienced

19.7
11.8

Target Price Range
2012 2014

80

60
50
40

30
25
20

15

10
-7.5

8

B + +

1 0 0
l  D i v ' d  r e i n v e s t .  p l a n  a v a i l a b l e ,  5 %  d i s c o u n t ( F )  Q u a r t e r s  m a y  n o t  a d d  t o  t o t a l  d u e  t o

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  s t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

A  F i s c a l  y e a r  e n d s  O c t o b e r  3 1 s t ( C)  D i v i d e n d s  h i s t o r i c a l l y  p a i d  m i d - J a n u a r y , mi l l i o n ,  2 2 ¢ l s h a r e .
B  D i l u t e d  e a r n i n g s .  E n d .  e x t r a o r d i n a r y  i t e m : Ap r i l ,  J u l y ,  Oc t o b e r . ( E)  i n  m i l l i o n s ,  a d j u s t e d  f o r  s t o c k  s p l i t .

' 0 0 ,  8 ¢ .  Exc l .  n o n r e c u r r i n g  c h a r g e :  ' 9 7 ,  2 ¢ . .
N e x t  e a r n i n g s  r e p o r t  d u e  e a r l y  M a y . ( D ) In c l u d e s  d e f e r r e d  c h a r g e s .  In  2 0 0 8 :  $ 1 e . a c h a n g e  i n  s h a r e s  o u t s t a n d i n g ,

o 2009, Value L ine PubIishin8, inc. Al l  "sys resewed. Factual mater ia l  is  obta ined from sources bel ieved to be re l iable and is  provided without warrant ies of °",3 kind.
T HE PUBL ISHER IS NOT  RE PONSIBL E OR ANY  ERRORS OR OM ISSIONS HEREIN. non-commerc ia l ,  i I\ \6M&l use. o  part  i
of it may be reproduced. resold, stored or transmitted in any printed, electronic or other form. service or product.

Thislxublication is strictly for subscribel's own,
or use for generating or marketing any primed or elefxrnnic publication,

Ill I I I ! !
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RECENT
PRICE reno 1 (83:2s: 1.34RELATIVE

PIE RATI0

DIV'D
YLD 3.6% VALUE

LINE

TIMELINESS 2
2

Raised 12lz6loB

S A F E W Luwered 1/4/91

T E C H N I C A L 2 Raised 3 I6 l09

BET A a s  ( 1 . 0 0 =M a r k e t )

2 0 1 2 - 1 4  P R O J E C T I O N S
An n ' l  T o ta l

Re t u r n
1 3 %

5 %

Pr i c e Ga i n
High 5 0 ( 4 - 5 0 % l
L o w 3 5 ( + 5 %

I n s I d e r  D e c l s l o n s

to Buy
Options
to Sell

A  M  J  J A  s  o N  D
1  0 0 0 0 0 0  0  1
0  0  0  0  0 0  0 0  0
0  2  1  0 0 0  0  2 0

302008
7 1
5 9

1 7 0 4 1

institutional Decisions
m a n M2005

5 7 8 5
7 1 5 8

1 7 1 8 2 1 7 4 3 0
£233
Hld's(0IIJ

High :
L o w :

1 5 . 4
1 1 . 0

1 5 . 4
1 0 . 8

.. r

17.0

13.8
1 8 . 3
1 4 . 1

2 0 . 3
1 5 . 3

2 6 . 5
1 9 . 7

3 2 . 4
2 4 . 9

3 4 . 3
2 5 . 6

4 1 . 3
3 1 . 2

4 0 . 6
2 5 . 2

4 0 . 8
3 2 . 8

' J r  r

l l .1"l I l 1 I I I I I l l 'o

2013
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STDCK INDEX
8 . 9 -4 4 .9

3 8 . 2 »4-4.1
1 0 0 . 7 -29 .4

1  y r .
3  y r
5  y r

1 5
1 0
5

P e r c e n t
s h a r e s
t r a d e d

I |  I I l l
I

I I

.1.111111.11 111111111. l l ln r \n J l I  H I  H H l l  I I I I III I 'i iN
. . |

I
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

1 7 . 0 3

1 . 5 4

. 7 8

. 7 2

1 7 . 4 5

1 . 3 5

.61

. 7 2

1 6 . 5 0

1 . 6 5

. 8 3

. 7 2

1 6 .5 2

1 .54

. 8 5

.72

1 6 . 1 8

1 . 6 0

. 8 6

. 7 2

2 0 .6 9

1 . 4 4

, m

. 7 2

1 7 . 6 0

1 .B4

1 0 1

. 7 2

2 2 . 4 3

1 . 9 5

1 . 0 8

. 7 3

3 5 . 3 0

1 .9 0

1 . 1 5

.1 4

2 0 . 6 9

2 . 1 2

1 .2 2

. 7 5

2 6 .3 4

2 .2 4

1 .3 7

. 7 8

2 9 .5 1

2 .4 4

1 . 5 8

.8 2

3 1 . 7 8

2 . 5 1

1 .7 1

. 8 5

3 1 . 7 5

3 . 5 1

2 . 4 6

. 9 2

1 . 8 7

7 . 1 7

1 . 9 3

7 . 2 3

2 . 0 8

7 .3 4

2 . 0 1

8 . 0 3

2 . 3 0

6 . 4 3

3 . 0 6

6 2 3

2 . 1 9

5 .7 4

2 . 2 1

7 . 2 5

2 . 8 2

7 . 8 1

3 . 4 7

9 . 6 7

2 . 3 5

1 1 .2 5

2 . 6 7

1 2 4 1

3 .21

1 3 .5 0

2 . 5 1

1 5 ,1 1

1 9 .6 1 2 1 . 4 a 2 1 .4 4 2 1 . 5 1 2 1 .5 4 2 1 . 5 5 2 2 . 3 0 2 3 . 0 0 2 3 . 7 2 2 4 . 4 1 2 6 . 4 8 2 7 . 7 6 2 8 . 9 8 2 9 . 3 3

1 5 . 8

. 9 3

5.9%

1 6 .1

1 . 0 6

7 .4 %

1 2 . 2

.82

7 .2 %

1 3 .3

. 8 3

6 .4 %

1 3 . 8

.B0

6 .1 %

2 1 . 2

1 . 1 0

5 .3 %

1 3 . 3

. 7 6

5 .4 %

1 3 . 0

. 8 5

5 .2 %

1 3 . 6

. 7 0

4 .7 %

1 3 . 5

.7 4

4 .6 %

1 3 .3

. 7 6

4 .3 %

1 4 .1

.7 4

3.7%

1 6 .6

. e s

3.0%

1 1 .9

.5 4

3 .2 %

2007
3 2 . 3 0

3 . 2 0

2 . 0 9

1 .0 1

1 .8 8

1 6 .2 5

2 9 . 6 1

1 1 .2

.91

2 .8 %

9 5 6 .4

6 1 . 8

4 1 .9 %

6.5%

4 2 .7 %

5 7 . 3 %

8 3 9 . 0

9 4 8 . 9

8 . 6 %

12 .8%

12.8%

2008 2009 2010 © VALUE L INE PUB. ,  INC

3 2 . 3 6

3 . 2 7

2 . 2 7

1 .1 1

3 2 . 5 0

3 . 5 0

2 .4 5

1 .2 0

3 3 . 5 5

3 . 6 5

2 , 6 5

1 . 2 8

R e v e n u e s p e r  s h

" Ca s h F l o W"  p e r  s h

E a r n i n g s p e r  s h  A

Div 'd s  De c I 'd  p e r  s h B l

3 6 . 3 5

4 . 2 0

3 . 1 0

1 . 5 0

2 . 0 8

1 7 .3 3

2 .2 5

1 8 . 3 5

2 . 4 0

1 9 , 3 5

Ca p ' l  Sp e n d i n g  p e r  s h

Bo o k  Va l u e  p e r  s h  e

2 . 9 0

2 1 . 2 0

2 9 . 7 3 3 0 . 5 0 3 1 . 0 0 C o m m o n  S h e  0 u t s t ' g  D 3 3 . 0 0

1 5 .9

. 9 8

3.1%

Bo ld  Hg
Value
est lf

r e s  Ar :
L ina
a l e s

Av g  An n ' I  P IE  Ra t i o

Re l a t i v e  P IE Ra t i o

Av g  An n ' l  D i v ' d  W e l d

1 4 . 0

. 9 5

3 .5 %

9 6 2 . 0

6 7 . 9

1 0 0 0

7 5 . 0

1 0 4 0

0 0 . 0

Re v e n u e s  ( $ mi l I )

Ne t  Pr o f i t  ( $ mi l l )

1 2 0 0

1 0 0 . 0

4 3 .3 %

7 .1 %

4 0 . 0 %

1 . 5 %

4 0 , 0 %

7 .7 %

In c o me  T a x  Ra t e

Ne t  Pr o f l t  M a r g i n

4 0 . 0 %

8 . 3 %

3 9 .2 %

6 0 .8 %

4 0 .5 %

5 9 .5 %

4 0 . 5 %

5 9 .5 %

L o n g - T e r m De b t  Ra t i o

Co mmo n  Eq u i t y  Ra t i o

4 0 .5 %

5 9 . 5 %

8 4 8 . 0

9 8 2 . 6

9 4 5

1 0 1 5

1 0 1 0

1 0 4 0

T o t a l  Ca p i t a l  ( $ mi l l )

Ne t  P l a n t  ( $ mi II)

1 1 7 5

1 2 2 0

8 .5 %

13.2%

13.2%

9 .0 %

13.5%

1 3 . 5 %

9 . 0 %

1 3 . 5 %

1 3 . 5 %

Rel  u m o n  T o ta l  Cap ' l

Re t u r n  o n  Sh r .  Eq u i t y

R e t u r n o n  Co m Eq u i t y

10 .0%

1 4 .5 %

14 .5%

C A P I T A L S T R U C T U R E a s  o f  1 2 / 3 1 / 0 8
T o t a l  De b t $ 5 1 0 . 4  m m .  D u e  i n  5  Y r s  $ 3 0 2 1  m i l l .
L T D e b ! $ 3 3 2 . 8  m i l l . L T  I n t e r e s t  $ 1 7 . 0 mi l l .
( T o t a l  i n t e r e s t  c o v e r a g e :  6 . 0 x)

P e n s i o n A s s e t s - 1 2 / 0 8 $ 8 8 . 3  m i l l .
O b l l g .  $ 1 4 2 . 7  m i l l .

P f d  S t o c k n o n e

C o m m o n S l o c k  2 9 7 3 8 2 5 6  c o m m o n s h e .
as  o f  2123109

M A R K E T  C A P :  $ 1 . 0  b i l l i o n  ( M i d  C a p )

2 0 0 6 2 0 0 1 12131108

5 . 8
4 2 9 . 3

4 3 5 . 1

1 2 0 . 2
2 3 7 . 8
1 4 2 . 1

4 9 9 . 9

5 9 8 %

7 . 9
3 6 3 . 8
3 7 1 . 7

1 0 1 . 6
1 9 7 . 0
1 2 4 2 2
4 2 2 . a

5 2 7 %

1 1 ]
3 1 5 . 6
3 2 8 . 3

1 0 1 . 2
1 1 B . 4
1 0 8 . 7
3 2 8 . 3

4 7 6 %

C U R R E N T  P O S I T I O N
(SM ILL )

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s
A c c t s P a y a b l e
D e b t  D u e
O t h e r
Cu r r e n t  L i mb .

F i x . C h g .  C o v .

P a s t
10 Yrs.

7 . 0 %
7 . 0 %
9 . 5 %
2 . 5 %
7 . 5 %

A N N U A L R A T E S
of dlange (per sh)
R e v e n u e s
" C a s h F l o w "
E a m i n g s
D i v i d e n d s
B o o k V a l u e

E s t ' d ' 0 6 - ' 0 8
to '12 . '14

2 . 0 %
4 . 0 %
5 . 5 %
7 . 0 %
4 . 5 %

P a s t
5 Yrs.

4 . 0 %
9 . 0 %

1 2 . 5 %
4 . 5 %

1 2 . 5 %

Cal-
endar

QUARTERLY REVENUES ($ mill.)
M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

F u l l
Y e a r

2 0 0 6

2 0 0 1

z o o s

2 0 0 9

2 0 1 0

1 5 4 . 7

1 5 6 . 2
2 1 0 . 4

2 0 0

2 1 0

2 5 0 . 3

2 6 0 . 1

2 8 7 . 7
2 7 5

2 8 5

1 5 3 . 8

1 7 1 . 7

1 3 5 . 8

1 6 0

1 7 0

3 7 2 . 6

3 6 8 . 4
m 8 . 1

3 6 5

3 7 5

9 3 1 . 4

9 5 6 . 4
9 6 2 . 0

1 0 0 0

1 0 4 0

C a l -
e n d a r

EARNINGS PER SHARE A

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1
F u l l
Y e a r

2 0 0 s

2 0 0 7

2 0 0 8

2 0 0 9

2 0 1 0

. 5 1

d . 0 5
. 0 4

. 1 0

. 1 5

. 6 9

. 6 3

. 6 7

. 7 0

. 7 5

1 . 0 6

1 . 3 0

1 . 3 2

1 . 3 5

1 . 4 0

. 2 0

. 2 1

. 2 6

. 3 0

. 3 5

2 . 4 6

2 . 0 9

2 . 2 7
2 . 4 5

2 . 6 5

C a l -
e n d a r

QUART ERL Y  DIWDENDS PAID Bl

M a r . 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2 0 0 5

2 0 0 6

2 0 0 7

200a

2 0 0 9

. 2 1 3

. 2 2 5

. 2 4 5

. 2 7 0

. 4 3 8

. 4 7 0

. 5 1 5

. 5 6 8

. 2 1 3

. 2 2 5

. 2 4 5

. 2 7 0

. Se

. 9 2

1 . 0 1

1 . 1 1

3 9 2 , 5

2 2 , 0

5 1 5 . 9

2 4 . 7

8 3 7 . 3

2 6 . 8

5 0 5 . 1

2 9 . 4

6 9 6 . 8

3 4 . 6

819 .1

4 3 . 0

9 2 1 . 0

4 8 . 6

9 3 1 .4

7 2 . 0

4 2 .8 %

5 . s %

4 3 ,1 %

4 .8 %

4 2 .2 %

3.2%

4 1 .4 %

5 .8 %

4 0 .5 %

5 .0 %

4 0 .9 %

5.2%

4 1 .5 %

5 .3 %

4 1 .3 %

7 .7 %

5 3 .8 %

3 7 .0 %

5 4 .1 %

3 7 5 %

57.0%

35.9%

5 3 .6 %

4 6 .1 %

5 0 ,8 %

4 9 .0 %

4 8 .7 %

51.0%

4 4 .9 %

5 5 .1 %

4 4 .7 %

5 5 .3 %

4 0 5 . 9

5 3 3 .3

4 4 3 5

5 5 2 . 2

5 1 8 . 2

8 0 7 . 0

5 1 2 . 5

6 6 6 . 6

6 0 8 .4

7 4 8 . 3

6 7 5 . 0

7 9 9 . 9

7 1 0 . 3

8 7 7 . 3

8 0 1 . 1

9 2 0 . 0

7 .4 %

11.7%

14,6%

7 .4 %

12,1%

14.8%

6 .9 %

12.1%

12.5%

7 ,6 %

12.4%

12.5%

7 .3 %

11.5%

11.6%

7.9%

12.4%

12.5%

8 .3 %

12.4%

12.4%

10.1%

16.3%

16.3%

4 .2 %

7 2 %

4 .8 %

8 7 %

3 5 %

76%

4 .7 %

52%

5 .0 %

5 7 %

5 .9 %

5 2 %

6 .2 %

50%

10.2%

3 7 %

6 .7 %

4 8 %

6 .8 %

4 9 %

7 . 0 %

4 9 %

6 .5 %

5 0 %

Re t a in e d  t o  Co m E q

Al l  D i v ' d s  t o  Ne t  Pr o f

7 . 0 %

5 0 %

B U S I N E S S : S o u t h  J e r s e y  In d u s t r i e s ,  In c .  i s  a  h o l d i n g  c o m p a n y .  I t s

s u b s i d i a r y ,  S o u t h  J e r s e y  G a s  C a . ,  d i s t r i b u t e s  n a t u r a l  g a s  t o

m a s s  c u s t o m e r s  i n  N e w  J e r s e y ' s  s o u t h e r n  c o u n t i e s ,  w h i c h

c o v e r s  a b o u t  2 , 5 0 0  s q u a r e  m i l e s  a n d  i n c l u d e s  A t l a n t i c  C i t y .  G a s

r e v e n u e  m i x  ' 0 8 :  r e s i d e n t i a l ,  4 6 % ,  c o m m e r c i a l ,  2 3 % ,  c o g e n e r a t i o n

a n d  e l e c t r i c  g e n e r a t i o n ,  6 % ,  i n d u s t r i a l ,  2 5 % .  No n - u t i l i t y  o p e r a t i o n s

i n c l u d e :  S o u t h  J e r s e y  E n e r g y ,  S o u t h  J e r s e y  R e s o u r c e s  G r o u p ,

M a r i n a  E n e r g y ,  a n d  S o u t h  J e r s e y  E n e r g y  S e r v i c e  P l u s .  H a s  6 0 2

e m p l o y e e s .  O f f . l d i r .  c o n t r o l  1 . 0 %  o f  c o m .  s h a r e s ,  D i m e n s i o n a l  F u n d

Ad v i s o r s ,  6 . 5 % , B a r c l a y s ,  6 . 1 %  ( 3 1 0 8  p r o x y ) .  C h r m n .  &  C E O : E d -
w a r d  G r a h a m .  l n c o r p . :  N J .  A d d r e s s :  1  S o u t h  J e r s e y  P l a z a ,  F o l s o m ,

NJ  0 8 0 3 7 .  T e l . :  6 0 9 - 5 6 1 - 9 0 0 0 .  In t e r n e t :  v v w w . s j i n d u s t r i e s . c o m.

margins on off-sstem sales.
base increased 1.3% in 2008,

capital spending on various utility infra-
structure projects. The company is seeking
to recover, and earn a return on, this in-
vestment through higher rates. The second
petition proposes a $17 million Energy Ef-
ficiency Tracker that encourages energy
conservation while allowing SJG to earn a
competitive return. In addition, South Jer-
sey plans to file a base rate ease in early
2010, which will reflect approximately
$380 million in capital investment since
the last filing.
The company leased out its interest in
the Marcellus Shale. It has formed an
agreement with an exploration and prod-
uction company to develop the deep
mineral rights on over 21,000 acres of the
Marcellus Shale in western Pennsylvania.
This move will allow South Jersey to real-
ize the value of this asset without incur-
ring the costs of drilling the acreage itself.
This stock is timely. Earnings and divi-
dend growth should continue to 2012-2014.
However, this appears to be partly
reflected in the current quotation. The
yield on this good-quality issue is also be-
low the average of the gas-utility group.
MichaelNapoli, CPA March 13, 200.9

Shares of South Jersey Industries
have held up well in recent months.
The company reported a solid bottom-line
advance for the fourth quarter and full-
year 2008. Its nonutility operations posted
healthy growth at the Asset Management
& Marketing unit. The utility segment has
also benefited from increased customer
conversions to natural gas and higher

The customer
y roughly

despite a considerable s lowdown in the
new housing construction market.
The company has attractive prospects
for the coming years. Natural gas
remains the fuel of choice in the markets
served by South Jersey Gas, where the
fuel enjoys a significant price advantage
over alternatives. Moreover, healthy per-
formance should continue at South Jer-
sey's nonutility operations. Overall, share
earnings will probably advance at a nice
clip in 2009.
South Jersey Gas recently filed two
petitions with the New Jersey Board
of Public Utilities advancing econom-
ic stimulus plans. The first accelerates
into 2009 and 2010 roughly $100 million of

1 5 . 1
1 2 . 3
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1  2 - 1 4

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

B + +

1 0 0
( A ) B a s e d  o n G A A P E P S  t h r o u g h  2 0 0 6 ,  e c o - d i s c o n t .  o p s . :  ' 9 9 ,  ( $ 0 . 0 2 ) ,  ' 0 0 ,  ( $ 0 . 0 4 ) ,  ' 0 1 ,
c o m i c  e a r n i n g s  t h e r e a f t e r .  G A A P  E P S :  ' 0 7 , ( $ 0 . 0 2 ) ,  ' 0 2 ,  ( $ 0 . 0 4 ) ,  ' 0 3 ,  ( $ 0 . 0 s a ) ,  ' 0 5  ( $ 0 . 0 2 ) ,
$ 2 . 1 0 ,  ' 0 8 ,  $ 2 . s a .  Exc l .  n o n r e c u r .  g a i n  ( l o s s ) : ,
' 0 1 ,  $ 0 . 1 3 ,  'OB,  ( $ 0 . 7 0 ) .  Exc l  g a i n  ( l o s s e s )  f r o m d u e  t o  r o u n d i n g .  Ne x t  e g g .  r e p o r t  d u e  l a t e

° 2009, Value L ine Publ ish ing ,  Inc, Al l  i i  ms reserved.
THE PUBLISHER IS NOT RE§p0nslaLEgroR ANY ERRORS OR OMISSIONS HEREIN.
al it may be reproduced, resold, sirred to lmsmined in any primed, decxronic or other form,

Ap r i l l e a r l y  M a y .  ( B )  D i v ' d s  p a i d  e a r l y  Ap r . ,  J u l . ,
, Oc t . ,  a n d  l a t e  De c .  l  D i v .  r e i n v e s t .  p l a n  a v a i l .

' 0 6 ,  ( $ 0 . 0 2 ) '  ' 0 7 ,  $ 0 . 0 1 .  Ea r n i n g s  m a y  n o t  s u m ( C)  In c l .  r e g u l a t o r y  a s s e t s .  In  2 0 0 8 :  $ 2 1 0 . 4
mi l l . ,  $ 9 . 1 0  p e r  s h i .  ( D)  In  mi l l i o n s ,  a d j .  f o r  s p l i t .

Fanual materia l is obtained from sources believed to be rel iable and is provided without warranties al any kind,
'lhis publication is strictly lot subscribers own, non-commercial, internal use. No pan

or use for galeradng or marketing any pnnled or dectrnmc publication. service or product.
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e a m l n g s  f o r
p r i o r - y e a r  t a l l y .

i t s  l o w e s t M  o v e r d e c a d e s ,

w i t h  h i g h e r  e x p e n s e s .
S o u t h w e s t  G a s  h a s  a n n o u n c e d  a  d i v i -

i n c r e a s e .  S t a r t l n i e l n  J u n e ,  t h e
W i l l

a l m o s t  6 %  h i g h e r  t h a n
f o l l o w s

not

t h e  c o m i n g  l a x
o o n d l t l o n s  w i l l s t y m i e

w e  a n t i c i p a t e  h i g h e r
2 0 1 2 - 2 0 1 4 .  M o r e o v e r .  t h i s  l s -

$ 5 0 . 2  m l l l l o n

L o o k -
S o u t h w e s t  I s  p r e p a r i n g  t o  f i l e  a
i n t h e  s e c o n d

q u a r t e r .
r e l i e f  a n d d e s i g n  i s

s u c h  l m -

d e n d
8 ; ' l a r t e r l y  d i v i d e n d $ 0 . 2 3 7 5  p e r

a r e . t h e  m o s t
r e c e n t  p a y o u t .  T h i s s i m i l a r  l n -
a ' e a s e s  i n  t h e  p a s t  t w o  y e a r s .  T h i s  p a t t e r n
i s  e n c o u r a g i n g .  a n d  m a y  w e l l  c o n t i n u e
§ ° " ' 8  f n r w a n d .

n v e s t o l s  s h o u l d  b e  m i n d f u l  o f  s e v e r a l
c a v e a t s .  W a r m e r - t h a n - n o r m a l  t e m p e r a -
t u r e s  d u r i n g  t h e  w i n t e r  m o n t h s  c a n  h i n d e r
p r o f i t a b i l i t y  a t  S o u t h w e s t  G a s .  F u r t h e r  e f -
o r t s  t o  e x p a n d  o p e r a t i o n s  w o u l d  p r o b a b l y

b e  a c c o m p a n i e d  b y 8 ' e a t e r  o p e r a t i n g  c o s t s ,
t o o .  M o r e o v e r .  l n s u  s e n t ,  o r  l a g g i n g ,  r a t e
r e l i e f  c a n  h u r t  p e r f o r m a n c e .
T h e s e  s h a r e s  a r e  n o t  a  s t a n d o u t  f o r

t o  1 2  m o n t h s .  M a r k e t
l i k e l y  c o n t i n u e  t o

h  a t  S o u t h w e s t  G a s  I n  t h e  n e a r  t e r m
k i n g  f u r t h e r  o u t .

e a m l n g s  H g
s u e ' s  h e a r t  y  d i v i d e n d  y i e l d  m a y  a p p e a l  t o
i n c o m e - o r l e n t e d  I n v  t o r s .  F r o m  t h e  c u r -
r e n t  q u o t a t i o n .  t h i s  s t o c k  h a s  g o o d  t o t a l
r e t u r n  p o t e n t i a l  f o r  a  u t i l i t y .
M i c h a e l  N a p o l i ,  C P A M a r c h  1 3 . 20109

S h a r e s  o f  S o u t h w e s t  G a s  h a v e  t r a d e d
l o w e r  i n 2 0 ; - =  s i x  m o n t h s .  S h a r e

8  c a m e  I n  w e l l  b e l o w  t h e
C u s t o m e r  g r o w t h  d r o p p e d

t o l e v e l t w o
o w i n g  t o  t h e  p r o f e d  h o u s i n g  s l o w d o w n
i n  t h e  S o u t l 1 w e s t " l % l l s  h a s  a l s o  h u r t  e r -
f o r m a n c e  a t  c o n s t r u c t i o n  s u b s i d i a r y .
L o o k i n g  f o r w a r d .  t h e  b u s k i n e n v i r o n -
m e n t  v v d I I  p r o b a b l y  r e m a i n  c h d l e n g l n g  I n
2 0 0 9 .  T h u s .  w e  a n t i c i p a t e  u n i m p r e s s i v e
r e s u l t s  f o r  t h e  c u r r e n t  y e a r ,  t o o .  O p e r a t i n g
p e r f o r m a n c e  m a y  w e l l  l m  r o v e  I n  0 1 0 ,  a s k
s u m l n g  s u c c e s s  a t  c o n l i n g t s  a n d  a n
e c o n o m i c  r e b o u n d .
T h e  c o mt e a r y  h m m  a n n o u n c e d  t w o  r a t e
c a s e  s e t  e v e n t s .  I n  A r i z o n a ,  S o u t h w e s t
G a s  w a s  g r a n t e d  a n  a n n u a l  r a t e  i n c r e a s e
o f  $ 3 3 . 5  m i l l i o n ,  w h i c h  w a s  s o m e w h a t  l e s s
t h a n  t h e S W X  h a d  b e e n
s e e k l n  .  E l s e w h e r e ,  h i g h e r  r a t e s  i n  C a l i -
f o m i a m .  d ' T e c t l v e  I n  J a n u a r y .
i n  a h e a d .
r a t e  c a s e N e v a d a  d u r i n g

T h e  c o m p a n y ' s  f o c u s  o n  o b t a i n i n g
r a t e I m p r o v i n g  r a t e
i m p o r t a n t ,  a s  I t  d e p e n d s  u p o n
p r o v e d  r e v e n u e  i n c r e a s e s  t o  h e l p  i t  c o p e
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vestment and stock purchase plan avail. (C) In |
millions.

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Based on avg- shares outstand. thru. '96,
then diluted. Exe. nor rec. gains (losses): '93,
B¢, '97, 16¢, '02, (10¢), '05, (11¢), '06, 7¢. Incl.
asset writedown: '93, 44¢. Excl. loss from disc.
o 2009, Value Line Publisher , inc. All ii his reserved.
THE PUBLISHER IS NOT RE3p0N$IBI_E=0R ANY ERR
of it may be reproduced, resold, stored Ur transmitted in any pr

ops.: '95, 75¢. Totals may not sum due to
rounding. Next egg. report due early May.
(B) Dividends historically paid early March,
June, September, December. It Div'd rein-

Faaual material is obtained from sources believed to be reliable and is provided without warranties of an kind.
ORS OR OMISSIONS HEREIN. . Io pan

lured, deononic or other form,»W¥ " 3¢ £ l I I I



WGL HOLDINGS NYSE-WGL 28.99RECENT
PRICE P810 11.6(¥:3:a ea) 'SFELWE 1.13

VALUE
LINE

DIVD
YLD 5.0%

2
1

TIMEUNESS Raised 2/13/09

SAFEW Raised-1/2/93

T E C H N I C A L 2 Ra ised  3 I6 I09

BET A . 6 5  ( 1 . 0 0 = M a r k e t )

Price
High 45
Low 35

2012-14 PROJECTI0NS
. Ann'l Total

Gam Return
55% 1 5 %
20% 9 %

to Buy
optIons
MSell

insider Decisions
A M J J A S O N D
0 1 0 0 0 0 0 0 0
0 5 1 0 0 2 0 4 0
0 7 1 0 0 2 0 4 0

I n s t i t u t i o n a l  D e c i s i o n s
1q2llgg 102011 302088

1 0 6 9 5 8 3
8 9 1 0 0 1 1 9

3 5 5 5 9 M 1 9 5 3 2 9 3 9

t n  M l
1° So I
Hld's( 00

High :
Low:

30.8
23.1

29.4
21.0

30.5
25.3

29.5
19.3

288
23.2

31.4
26.7

34.8
28.8

33.6
27.0

35.9
29.8

37.1
22.4

35.5
28.9

,,.¢*"-

2013

0 .  "ons :
g r a d e d a/ea:

L E G E N D S
-  1 2 3 0  x  D i v i d e n d s  P  s h

duv ldgd br lmeres  Rate
Relative ice Strength

Yes . .
.  p r ra r  rewss lan

Latest recesswn began 12/07

I'll 111 1111111111 ill' Ill
I ll I | l I .| 1111 l l I I

111 I

•G i l 01*nr lo-
-

n - •

I

-*o u
%  T O T . R E T U R N 2 / 0 9

m i s
STOCK

1 .8
1 2 . 3
3 0 . 2

VL ANTH.
INDEX
»44.9
-44 .1
-29 .4

1  y r .
3  y r .
5  y r .

1 8
1 2
6

P e r c e n t
s h a r e s
t r a d e d

.I I I
I i

IIII

111111111111 u In l l 1n111I'll "HH II III II
II |

II IIII I I
1993 1994 1995 1995 1991 1998 1999 2000 2001 2002 2003 2004 2005

2 1 . 5 5

2 2 5

1 . 3 1

1 . 0 9

2 1 . 6 9

2 . 4 s

1 . 4 2

1 . 1 1

1 9 . 3 0

2 . 5 1

1 . 4 5

1 . 1 2

2 2 . 1 9

2 . 9 3

1 . 8 5

1 . 1 4

2 4 . 1 6

3 . 0 2

1 . 8 5

1 . 1 1

2 3 .7 4

2 . 7 9

1 . 5 4

1 . 2 0

2 0 . 9 2

2 . 7 4

1 . 4 1

L m

2 2 . 1 9

3 . 2 0

1 . 7 9

1 .2 4

2 9 . 8 0

3 . 2 4

1 . 8 8

1 . 2 6

a 2 . s a

2 . s a

1 . 1 4

1 . 2 1

4 2 . 4 5

4 . 0 0

2 . 3 0

1 . 2 8

4 2 . 9 3

3 . 8 7

1 . 9 8

1 . 3 0

4 4 . 9 4

a . s 1

2 . 1 3

1 . a 2

2 . 4 3

1 1 . 0 4

2 . 8 4

1 1 . 5 1

2 . 8 3

1 1 . 9 5

2 8 5

1 2 . 1 9

3 . 2 0

1 a . 4 a

3 . 6 2

1 a . a s

3 . 4 2

1 4 . 7 2

1 6 7

1 5 . 3 1

2 . 6 8

1 8 . 2 4

a . 3 4

1 5 . 7 8

2 . 5 5

1 6 . 2 5

2 . 3 3

1 6 . 9 5

2 . a 2

1 1 . 8 0

4 1 . 5 0 4 2 . 1 9 4 2 . 9 3 4 3 . 7 0 4 3 1 0 4 a . a 4 4 6 . 4 7 4 6 . 4 7 4 8 . 5 4 4 a . s s 4 a . s a 4 8 . 6 7 4 8 . 6 5

1 5 . 6

. 9 2

5 . 3 %

1 4 . 0

. 9 2

5 .6 %

1 2 . 1

.B5

6 .1 %

1 1 . 5

. 7 2

5 .4 %

1 2 . 1

J o

5 .0 %

1 7 . 2

.8 9

4 .5 %

1 7 . 3

. 9 9

4 . 8 %

1 4 . 5

. a s

4 . 8 %

1 4 . 1

. 7 5

4 .6 %

2 3 . 1

1 . 2 6

4 . 8 %

11.1

. s o

5 .0 %

1 4 . 2

. 1 5

4 . 6 %

1 4 . 1

J o

4 . 2 %

2006
5 3 . 9 6

3 . 8 9

1 .94

1 .3 5

3 . 2 7

1 8 .8 8

4 8 . 8 9

1 5 .5

.8 4

4 .5 %

2 5 3 7 9

9 6 . 0

39.0%

3.6%

37.8%

50.4%

1 5 2 6 .1

2 0 6 7 .9

7 .6 %

10.1%

10.3%

2007 2008 2009 2010 a  VAL UE UNE PUB. ,  mc 12-14
5 3 . 5 1

3 . 8 9

2 . 1 0

1 . 3 7

5 2 . 6 5

4 . 3 4

2 . 4 4

1 .4 1

5 3 . 5 0

4 . 4 o

2 . 5 0

1 . 4 5

5 4 . 6 0

4 . 4 5

2 . 5 5

1 . 5 0

Re v e n u e s  p e r  s h  A

"Ca s h  F lo w" p e r  s h

E l m l n g s  p s i  s h  I

D l v ' d s  De d ' d  h e r  a h  c -

5 1 9 0

4 . 7 0

2 . 7 5

1 . 6 0

3 . 3 3

1 9 . 8 3

2 . 7 0

2 0 . 9 9

in
22.05

s . o 0

2 1 1 0

C a p ' I Sp e n d i n g P u  s h

B o o k Va l u e  p p  s h °
2 . 5 0

2 6 . 4 5

4 9 . 4 5 4 9 . 9 2 5 0 . 0 0 5 0 .0 0 C o m m o n  S M 0 u t s t ' g  E 5 0 . 0 0

1 5 . 6

. 8 2

4 . 2 %

1 3 . 7

. a s

4 . 2 %

lhld lag

alia

Alcan
LIM
m s

Av g  An n ' I  PIE Ra t lo

Re l l t l v e  PI E Ra t i o

Av g  An n ' I  Div 'd  Yie ld

1 5 . 0

1 . o o

4 . 2 %

2 s 4 s . 0

1 0 2 . 9

2 6 2 B. 2

1 2 2 . 9

2 6 7 5

1 2 5

mo
no

Ra v u n u e s  ($ mi I I )  A

Ne t  Pr o f i t  ( f ml l l l

2 8 9 5

1 4 0

39 .1%

3 .9 %

3 7 .1 %

4 . 7 %

3 7 . 0 %

4 . 7 %

3 7 . 0 %

4 . 7 %

Incomer Tax Rate

Ne t  Pr o f i t  l l I n

3 8 .0 %

4 1 %

3 7 .9 %

6 0 .3 %

35.9%

6 2 .4 %

a s . 5 %

s z . o %

3 5 . 5 %

6 3 . 0 %

L o n g - T e r m De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

3 4 .0 %

5 4 .5 %

1 5 2 5 .4

2 1 5 0 . 4

1 6 7 9 . 5

2 2 0 8 . 3

1 7 0 0

2 3 2 5

1 8 3 5

2 4 2 0

nun Capital (Small
tux Plant($mIII)

2050
mo

7 .6 %

1 0 . 2 %

1 0 . 4 %

8 .5 %

1 1 . 4 %

1 1 . 6 %

8 . 0 %

1 1 . 5 %

1 2 . 0 %

w a s

1 1 .o %

1 1 . 5 %

Re c u r  o n  T o t a l  Ca p ' I

Re c t u m o n  Sh i . Eq u i t y

M u m  o n  C o m E q u l t y

l . 0 %

1 0 . 5 %

1 1 . 0 %

C A P n r A L  S T R U C T U R E  a s  O f  1 2 / 3 1 1 0 1
T a i l  n u n  $ 1 0 1 a . 0  m i l l .  D U I  i n  5  Y r s  $ 2 6 4 . 5 m i l l .
L T  D i b (  s s s u  m i l l . L T  I n t e r e s t  $ 3 7 . 4 m i l l .
( L T in te res t  n amed :  5 .9x ,  ln la l  in te res t  co verag e :
5 . 2 x )
P a n d o n  A m p - s m s  $ 5 8 8 . 2  m i l l .

O b l i g .  s 5 9 0 . 5 m i l l .
F M U H M  s a n k  $ 2 8 . 2  m i l l .  H a .  w e s 1 . a  m i l l .

C o m m o n  S t o c k 5 0 , 1 2 4 , 4 2 9  s h e .
l l  b f  1 1 3 1 / 0 9

l l * R K E 1 '  C A P :  $ 1 . 5  b i l l i o n  ( M i d  C a p )

2 0 0 s 121:11 /0 l2 0 0 1

4 . 9
5 6 8 . 8
5 7 3 . 7

2 1 6 . 9
2 0 5 . 4
1 3 4 . 8
5 5 7 . 1

4 3 2 %

a . a
1 0 6 6 . 3
1 0 7 5 . 1

3 2 6 . 9
4 1 5 . 3
2 1 1 . a

1 0 1 4 . 0

5 0 0 %

6 . 2
1 a s . 1

7 4 2 . 3

2 4 a . 1
3 4 7 . 0
1 5 8 . 4

7 4 8 . 5

4 9 0 %

C U R R E N T  P O S I T I O N
I U L L )

C o s  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A d d s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t  L l e b .

F i x .  C h g .  C o v .

P a s t
10 Yrs.

8 . 5 %
3 . 5 %
2 . 0 %
1 5 %
4 . 0 %

A N N U A L  R A T E S
d dung:  (par  sh)
R u w s n u e s
" C a s h F l w / '
E s m m g s
D i v i d e n d s
B o o k  V a l u e

P a s t E l ! ' d  ' 0 s - ' a l
s Yrs. to '12.'14

9 . 0 % 1 . 5 %
4 . 0 ' / ~ 2 . 5 %
4 . 0 % 4 . 0 %
1 . 5 % 2 . 5 %
4 . 5 % 5 . 0 %

F l s c l l
Y o u
E n d s

qulRI[£RI_y REVENUES (S milL A
D06.31 Man31 Jun.30 Slp.30

F \ l l I
F i s c a l
Y o u r

zoos

2007

2o0s
2009

2010

3 2 3 . 6

a 2 5 . 1

0 9 1 . 0

A s a

3 7 0

3 4 6 . 9

4 6 7 . 5

4 6 4 . 7

4 6 9 . 5

4 0 5

9 0 2 . 9 1 0 6 4 . 5

7 3 2 . 9 1 1 1 9 . 9

7 5 1 . 6 1 0 2 0 . 0
0 2 1 . 5 1 0 2 4

s o s 1 0 4 0

2 6 3 7 . 9

2 6 4 6 . 0

2 6 2 8 . 2

2 6 7 5

2 7 3 0

Filcl l
Voar
Ends

EAIIIIHGSPERSHAREU
Du:.31 Man31 Jun.30 Sep.30

Full
Fi lcl l
Year

2 0 0 6

2 0 0 7
2 0 0 s

2 0 0 9

2 0 1 0

4 . 0 1

. 2 2

. a s

. 1 5

. 1 5

d . 1 5

d . 3 1

4 . 2 4

d . 1 l
d . 1 5

. 9 3

. 9 2

. 9 6

1 . 0 3

1 . 0 5

1 . 1 1

1 . 2 7

1 . 8 6

1 . 5 0
1 . 5 0

1 . 9 4

2 . 1 0

2 . 4 4

2 . 5 0

2 . 5 5

C a l -
o n d a r

q u l g T 5 RL y  DM DENDS PAI D  c  I

l l l l L 3 1  J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2005

200s

2001

20oa

zoos

. a l a

. 3 3 8

. 3 4

. 3 6

. A s a

. 3 3 8

. 3 4

. 3 6

. 3 3 3

. a l a

. 3 4

. 3 6

. 3 2 5

. A s a

. 3 4

. 3 4

. 3 6

1 . 3 2

1 . 3 4

1 . 3 6

1 . 4 2

9 7 2 . 1

6 8 . 8

1 0 3 1 .1

a 4 . s

1 4 4 5 .5

8 9 . 9

1 5 a 4 . a

5 5 . 7

2 0 6 4 . 2

1 1 2 . 3

2 0 8 9 . 5

9 8 . 0

2 1 8 6 . 3

1 0 4 . 8

3 6 .0 %

7 .1 %

3 6 .1 %

8 . 2 %

3 9 .6 %

6 .2 %

3 4 .0 %

3 .5 %

3 5 .0 %

5 .4 %

aa.2%

4 . 7 %

3 7 .4 %

4 . 8 %

41.5%

5 6 .1 %

4 3 .1 %

5 4 . 8 %

41 .7%

5 6 .3 %

4 5 .7 %

5 2 .4 %

4 3 .8 %

5 4 .3 %

4 0 . 9 %

5 7 .2 %

3 9 .5 %

5 8 .6 %

1 2 1 8 . 5

1 4 0 2 . 1

1 2 9 9 . 2

1 4 e 0 . a

1 4 0 0 . 8

1 5 1 9 . 1

1 4 5 2 . 5

1 6 0 6 . 8

1 4 5 4 .9

1 8 7 4 . 9

1 4 4 3 . 6

1 9 1 5 . 6

1 4 7 8 . 1

1 9 6 9 . 7

7 .1 %

9 .7 %

9 . 9 %

7 .9 %

11.4%

1 1 1 %

7 .9 %

11.0%

11.2%

5 .3 %

7 .0 %

7.2%

g . 1 *

1 3 . 7 %

1 4 . 0 %

8 .2 %

1 1 . 5 %

1 1 . 7 %

8 . 5 %

1 1 . 7 %

1 2 . 0 %

1 . 8 %

8 2 %

3 .7 %

6 9 %

3 . 8 *

6 7 %

N M F

112%

6 .2 %

5 6 %

4.1*
65*

4 . 6 %

6 2 %

3 .2 %

6 9 %

3 .5 %

6 6 %

5 .0 %

5 7 %

4 . 5 %

S m

4 .5 %

5 7 %

Re t a i n e d  t o  Co m Et

A l l  D i v ' d i  w  N d  m f

4 . 5 %

5 8 %

v i d e s  e n e r g y  r e l a t e d  p r o d u a s  i n  t h e  D . C .  m e m o  a r e a ;  W a s h .  G a s

E n e r g y  S y s ,  d e s i g n s h n s l a l l s  u u m m ' I  h e a l i n g ,  v e n t i l a t i n g ,  a n d  a i r

c o r d .  s y s t e m s .  A m e r i c a n  . .  c e n t u r y  I n v .  o h m  1 . 1 %  d  c o m m o n  l o d i .

0 H J d i r .  l a s s  l e a n  1 %  ( 1 1 0 9  p r u d y ) .  C h r m n .  &  C E O :  J . H .  D e G r a f f e n -

n . w . ,  W a s h i n g t o n .  D . C .

2 0 0 6 0 .  T e l . :  2 0 2 - 6 2 4 - 6 4 1 0 .  In t e r n e t : . w g l h o l d i n g s . c u m .

B U S I N E S  :  W G L  H o l d i n g s .  I n c .  i s  t h e  p a r e n t  d  W a s h i n g t o n  G a s

L i g h t .  a  n a t u r a l  g a s  d l s t r i b u t a r  i n  W a s h i n g t o n ,  D . C .  a n d  a d j a c e n t

a r a s  d  V A  a n d  v  .  t o  r e s i d e M ' I  a n d  e o m m l  u s e r s  ( 1 . 0 5 3 , 0 5 2

m a t e r s ) .  H a m p s h i r e  G a s .  a  f e d e r a l l y  f u 9 " 1 a l e d  s u b . ,  a p a r a l e s  a n
u n d e r g r o u n d  g a s - s l a r a g a  f a c i l i t y  h  W V .  N u n - r e g u l a t e d  s u b s . : r d d t .  I n a :  D . C . a n d  V A  A d d r . :  1 1 0 0  H  S L .

W a d i .  G a s  E n e r g y  S v l z s .  s e l l s  a n d  d e l i v e r s  n a t u r a l  g a s  a n d  p r o ~

b a l a n c e ,

s m o o t h i n g  e f f e c t  o n  t h e  b o t t o m  l i n e ,  a n d
ought  to  r educ e  ear n i ngs  v o l a t i l i t y
O n t h o u g h ,  t h e  c o m p a n y
o u g h t  t o  s e e  i t s  p r o  t s  r i s e  r o u g h  y  3 %
t h i s  y e a r .
o u g h t

m a n y
h a v e  b e e n  e x p e r i e n c i n g  a

T hes e  i t em s  c on t r i bu ted  n i c e l y  t o  t he

m ar g i ns .  H ow ev e r ,
a  s l o w i n g

high llalit
vided a bit .3 a ,all haven,

O v er  t he  pas t  12  m on t hs ,

M ar c h  13 , 2 0 0 9

T h e  r e g u l a t e d  u t l l i t  s e g m e n t
t o  c o n t i n u e  t o  b e n e f i t  K a m  a d d i -

t i o n a l  a c t i v e  m e t e r s .  H o w e v e r , i n
t h i s  i n d u s t r y
m o d e r a t i o n  i n  n e w  a c c o u n t s .  T h i s  s t e m s
f r o m  t h e  s h a r e  r e c e s s i o n a r y  e n v i r o n m e n t
t h a t  h a s  p u s  e d  u p  h o m e  f o r e c l o s u r e s .
F u r t h e r m o r e .  n a t u r a l  g a s  c o n s u m p t i o n
p a t t e r n s  m a y  d e c l i n e  t h r o u g h o u t  a l l  s e r v -
i c e  a r eas  as  c ons um er s  t r y  t o  c u t  m on t h l y
s p e n d i n g .  S t i l l ,  w i t h  o v e r  o n e  m i l l i o n  a c -
t i v e  m e t e r s ,  W G L  a p p e a r s  t o  b e  i n  g o o d
shape to  weather  th i s  econom i c  s torm .
T h e s e - s h a r e s  h a v e  p r o -

as  they  hav e
h e l d  u  b e t t e r  t h a n  m o s t  s t o c k s  s i n c e  o u r
Dec em ber  r ev i ew.  They  a r e  a l s o  r ank ed  to
ou tper fo r m  the  b r oader  m ar k e t  i n  t he  c om -
i n  y e a r .  W h a t ' s  m o r e .  d i v i d e n d  g r o w t h  i s
a  h a l l m a r k  h e r e .  O n  t h e  d o w n s i d e ,  W G L
o f f e r s  m i n i m a l  a p p r e c i a t i o n  p o t e n t i a l  f o r
t he  c om i ng  3  t o  5  y ear s .  bu t  t h i s  i s  t y p i c a l
fo r  m os t  u t i l i t i es .
B r y a n  F o n g

i nc reased
2 0 0 8 ' s  h a s

decoup l i ng  c reates  a

W G L  H o l d i n g s  s t a r t e d  f i s c a l  2 0 0 9  ( b e -
g a n  O c t o b e r  l e t )  o n  a  h i g h  n o t e .  I t s
r e g u l a t e d  u t i l i t y  b u s i n e s s  g a i n e d  r o u g h l y
7 ,  0 0  a c t i v e  m e t e r e d  a c c o u n t s  o v e r  t h e
y e a r - a g o  p e r i o d .  A n d  t h e  r e t a i l  e n e r g y
m ar k e t i ng  s egm ent ' s  c on t r i bu t i on  t o  r ev e -
nues  and  ea r n i ngs  go t  a  boos t  f r om  h i gher
r e a l i z e d  m a r g i n s  o n  t h e  s a l e  o f  n a t u r a l

as.
3 %  t o p - l i n e  v o l u m e  a d v a n c e .  M e a n w h i l e ,
dec r eas ed  l abo r  and  bene f i t  c os t s ,  due  t o
outsourc ings :  benef i ted
o f f s e t t i n g  a c t o r s  i n c l u d e d al '
na t u r a l  gas  and  e l ec t r i c  v o l um es  ow i ng  t o
a  r e d u c e d  n u m b e r  o f  c u s t o m e r s  a t  t h e
r e ta i l  ener gy  s egm ent .  S t i l l ,  i n  a l l ,  W GL ' s
b o t t o m  l i n e  a d v a n c e d  7 . 3 %  o v e r  t h i s
t i m e f r am e.
However, March-interim share net
will likely fall short compared to the
previous year.
WGL has initiated decoyogl i ng program s  i n
b o t h  V i r g i n i a  a n d  t h e C  a r e a s  t o  h e l p
m i n i m i z e  the  e f fec t s  o f  wea ther  and  us age
o n  i t s  f i n a n c i a l  r e s u l t s .  T h u s ,  l a s t  y e a r ' s
s e c o n d  q u a r t e r  b e n e f i t e d  f r o m
c o n s u m p t i o n  l e v e l s  w h e r e a s
n o t .  M o v i n g  f o r w a r d ,

m a y  n o t  s u m  t o  t o t a l .  d u e  t o  d i a n e  i n  s h a r e s
o u t s l a n d i r g N e x t  s n m i n g s  r e p o r t  d u e  l a t e
Ap r i l .  ( C) d iv idends h istor ical ly  paid  ear ly  Feb-
r u a r y ,  M a y ,  Au g u s t ,  a n d  No v e mb e r .  I  Di v i d e n d

A
1 0 0

5 0
7 5

r d n v e s l me n l  p l a n  a v a i l a b l e .

$ 2 9 1 a s . .
( E)  I n  mi l l i o n s .  a d i u s l e d  f a  s i n d (  s p l i t

C o m p a n y ' s  F l n a n c l a l  S t r e n g t h
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(-o.s6%) Vol. 229,976 16:02 ET

AGL RESOURCES INC (NYSE)
AGL 28.46 v-0.16

Zacks.com Page 1 of 2

* ZAC KS
. INVESTMENT RESEARCH
Proven Ratings. Resaarchxf l lwnmmendanrions

Z a c k s . c o m  Q u o t e s  a n d  R e s e a r c h

AGL Resources principal business is the distributionof natural gas to customers in central. northwest.northeast and
southeastGeorgia and the Chattanooga,Tennessee area through its natural gas distributionsubsidiary. AGL's
majorservicearea is the ten county metropolitan Atlanta area.

G e n e r a l  I n f o r m a t i o n
A G L  R E S O U R C E S
T en  P eac h t r ee  P lac e  NE
A t lan t a ,  G A  30309
P h o n e :  4 0 4  5 8 4 - 4 0 0 0
F ax :  404  584 - 3945
We b :  w w w . a g lr e s o u r c e s . c o m
E m a i l :  s c a ve @ a g lr e s o u r c e s . c o m

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal  Year End
Last  Reported  Quarter
Next  E P S  Dat e

December
03/31 /09
07/23/2009

Price and Volume information

/214
. »-1 moL: snow Chain Prku l o 2 . s

I s 2 . l

Ia1 .s

I a 1 . l

I s a . ;

I s a . s

I2o .s

L a s . :

I2o .s

I2o.u

ZacksRank
Yesterday's Close
52 Week High
52 Week Low

Beta
20 Day Moving Average

Target Price Consensus

28.62

36.42
24.02

0.43

453,827.84

33.75

1.50

2.04

-9.22

-2.52

-13.39
-5.30

%  P r i c e  C h a n g e

4  W e e k

1 2  W e e k

Y T D

S h are  I n f o rmat i o n

S har es  O u t s t and ing
(m i llions )

M ar k e t  Cap i t a l i z a t ion
(m i llions )

S hor t  Ra t io

Last Spl i t  Date

u - 2 s - n 0s-22-09.

% Pr i ce Ch an g e Rel at i ve  to  SHI P  500

4  W e e k

1 2  We e k

Y T D

Dl v l d en d  i n f o rmat i o n

7 7 . 0 9 D i v i d e n d Yield

Annual Dividend

2 , 1 9 3 . 9 0 P ayou t  Ra t i o

3 . 4 5  C h a n g e  i n  P a yo u t  R a t i o

1 2 / 0 4 / 1  9 9 5  L a s t  D i v i d e n d Payo u t /  A m oun t

6 . 0 4 %

$1  . 72

0 . 5 5

- 0 . 0 2

0 5 / 1 3 / 2 0 0 9  /  $ 0 . 4 3

0 . 2 2

2 . 6 8

5 . 3 0

0 7 / 2 3 / 2 0 0 9

C o n s e n s u s  R e c o m m e n d a t i o n s

Cur rent  (1  =St rong  Buy,  5=St rong  Sell)

3 0  D a y s  A  o

60 Days Ag o

90 Days Ag o

2.20
2.20

2.20
2.17

EPS Growth Sales Growth

10.62 vs. Previous Year
9.18 vs. Previous Quarter

1.99

3 3 . 6 2 %  v s .  P r e v i o u s  Y e a r

5 9 . 7 9 %  vs .  P r e v i o u s  Q u a r t e r :

- 1  . 6 8 %

2 3 . 6 0 %

ROE R O A

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate

NextEPS Report Date

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratios
Price/Book 1.24 03/31/09 13.92 03/31/09 3 . 6 6

http://www.zacks.com/research/print.php?type=report&t=AGL

s

5/23/2009
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Price/Cash Flow

Price / Sales

3.20

3.13

Current Ratio

G3/31 /09

12/31 /08

09/30/08

8.53
7.41

7.44

Net Margin
03/31/09

12/31/08

09/30/08

22.87
21.52

22.49

Inventory Turnover
03/31/09
12/31/08

09/30/08

6.08 12/31/08
0.79 09/30/08

Quick Ratio
1.06 03/31/09

1.03 12/31/08

1.06 09/30/08

Pre-Tax Margin
14.84 03/31/09
12.46 12/31/08

12.43 09/30/08

Debi-to-Equity
3.45 03/31/09
3.35 12/31/08

2.77 09/30/08

12.23 12/31/08

11.74 09/30/08

Operating Margin
0.80 03/31/09

0.70 12/31/08

0.62 09/30/08

Book Value
14.84 03/31/09

12.46 12/31/08

12,43 09/30/08

Debt to Capital
0.95 03/31/09
1.01 12/31/08
0.97 09/30/08

48.72
50.82
49.71

http://www.zacks.com/research/print.php?type=report&t=AGL 5/23/2009



ATMOS ENERGY coF¢p (nosE) Scatirazfaf

23.91 v~0.15ATO 18203 ETVoL 290,989(-0.62°¢)

Zacks.com

Genera! information
AT MOS ENERGY CP
Three Lincoln Centre 5430 Lbs Freeway
Suite 1800
Dallas, TX 75240
Phone: 972-934-9227
Fax: 972-855-3040
Web: www.atmosenergy.com
Email: lnvestQrRelations@atmosenergy.com

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. Ammos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, lowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina.
The Company also transports natural gas for others through its distribution system.

industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Vciume Enformaiion

Zacks Rank
Yesterday's Close
52 Week High

52 Week Low
Beta

20 Day Moving Average

Target Price Consensus

September
03/31 /09
08/04/2009

UT IL-GAS DIST R
Util ities

24.06

28.66
19.68

0.52
664.79738

28.42

i

w a r n Ratings J!a)u@lwf!& 1!l¢evn144wllada¢ians
Zecks.com Quotes and Research

k

l?*»iYu*'§8i§¥l'éf§9»il' 588883892881

ZAC KS

8 ERATO] $0-Dw9 C14:»s:i.n9 Prices § 127.1)

125.5

l26.o

l2s.s

l2s.n

12-4.5

I2-hu

l2s.5

Page 1 of 2

2.05

7.75

0.89

-1 .99

-8.55
4.16

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitallzalion
(millions)

Short Ratio

Last Split Date

'd4§4i>s-06"

% Price Change Relative to s&p 500

4 Week

12 Week

YTD

Dividend information

91 .91 Dividend Yield .

Annual Dividend

2,197.66 Payout Ratio

2.42 Change in Payout Ratio
05/17/1994 Last Dividend Payout / Amount

5.52%

$1 .32

0.63

-0.03

02/23/2009 I$0.33

EPS In fo r m at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-o.10

2.08

5.80

08/04/2009

Cons ens us  Rec om m enda t i ons

Current (1=Stror\g Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.57

2.57

2.57

2.50

Sales Growth

Furudamemtal Rat i os

PlE

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth
11.49 vs. Previous Year
11 .33 vs, Previous Quarter

1.97

7.26% vs. Previous Year

60.24% vs. Previous Quarter:

~26 .67%

6. 12%

http://www.zacks.com/research/print.php?type=report&t=ATO 5/23/2009
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ROE ROA
2.93

2.81
2.82

2.91

2.51
2.50

Price Ratios
Price/Bclok

Price/Cash Flow
Price / Sales

Current Ratio
03/31/09

12/31/08

09/30/08

Net Margin
03/31/09

12/31/08

09/30/08

Inventory Turnover
03/31/09
12/31/08
09/30/08

1.01 03/31/09
5.69 12/31/08
0.33 09/80/08

Quick Ratio
1.15 03/31/09

0.83 12/31/08
1.06 09/30/08

Pre-Tax Margin
4.61 03/31/09

4.05 12/31/08

4.05 09/30/08

Debt-to-Equity
11.66 03/31/09
12.20 12/31/08

11.99 09/30/08

9.16 03/31/09
8.73 12/31/08
8.67 09/30/08

Operating Margin
0.90 03/31/09
0.55 12/31/08

0.59 09/30/08

Book Value
4,61 03/31/09

4.05 12/31/08

4.05 09/30/08

Debt to Capital
1.00 03/31/09
0.83 12/31/08

1.03 09/30/08

23.70
22,70

22.65

49.89
45.28

50.81

http://www.zacks.com/research/print.php?type=report&t=ATO 5/23/2009



ScatfraafeLACLEDE GROUP INC (nosE)
7 -0.35 18:03ETLG 29.80 Vol. 133,326(-1 .1 s%l

Zacks.com

The Laclede Group, Inc. is a public utilityengaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri PublicService Commission, serves the city of st. Louis,
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St.
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, dl in Missouri.

G ener a l  In fo r m at i on
LACLEDE GRP INC
720 Olive Street
St. Louis, MO 63101
Phone: 314~342-0500
Fax: 314-421 -1979
Web: www.thelacledegroup.com
Email: mkullman@Iacledegas.com

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zadks Rank
Yesterday's Close
52 Week High

52 Week Low

Beta
20 Day Moving Average
Target Price Consensus

September
03/31 /09
07/24/2009

UTIL-GAS DIST R
Util ities

30. 15

55.81
29.75

0.09
208,767.66

40

49

prawn Ratings Research Iwwnmenzrstions
Zacks.com Quotes and Research

*

. ¢nv¥8sraxf8¢4r R82E&.I'l£ZH
ZAC KS

187. ll

Isa.o

Iss.o

ls4.o

Iss.o

132.0

Is1.o

130.0

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-12.97

-26.29

-36.38

-16.41

-37.44
-31 .48

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio
Las! Split Date

m-as-in ns-22-oo.

% Price Change Relative to S&P 500
4 Week

12 Week
YTD

Dividend Information
22.14 Dividend Yield

Annual Dividend

659.62 Payout Ratio
323 Change in Payout Ratio

03/08/1 994 Last Dividend Payout / Amount

5.17%

$1 .54

0.50

-0.15

03/09/2009 I$0.38

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.34

2.94

6.50

07/24/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.25
3.25

3.25
3.25

EPS Growth
10.14 vs. Previous Year
9.61 vs. Previous Quarter

1.56

Sales Growth
0.72% vs. Previous Year

-1.41% vs. Previous Quarter:

-11 .85%

~2.25%

ROE ROA

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios

Price/Book 1.24 03/81/09 13.53 03/31/09 3.89

http://www.zacks.com/research/print.php?type=report&t=LG 5/23/2009
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6.93 12/31/08

0.29 09/30/08

3.89
3.35

Quick Ratio
1 .17 03/31/09
1 .14 12/31/08

1 .17 09/30/08

13.74 12/31/08
12.04 09/30/08

Operating Margin
0.95 03/31/09

0.74 12/31/08
0.69 09/30/08

2.97

2.83
2.53

Pre-Tax Margin Book Value
4.46 03/31/09

4.20 12/31/08

3.79 09/30/08

08/31/09

4.20 12/31/08

3.79 09/30/08

4.46 24.11
22.98

22.14

Price/Cash Fk>w

Price / Sales

Current Ratio
03/31/09

12/31/08
09/30/08

Net Margin
03/31/09

12/31/08

09/30/08

Inventory Turnover
03/31/09
12/31/08
09/30/08

Debt-to-Equity Debt to Capital
11 .31 03/31/09
12.61 12/31/08

13.28 09/30/08

0. 73 03/31/09
0.77 12i31 /08

0.80 09/30/0B

42.17

43.33
44.42

http://www.zacks.com/research/p1°int.php'?type=report&t=LG 5/23/2009



Srrafttazfe'NEW JERSEY RES (nosE)
NJR W -9.0632.33 18:60 ETVol. 2w,79'f*(-on9°°)

Zacks.com Page 1 of 2

.K ZAC KS
I t .

¢1r~.zv§28 ¥MEW¥ l'~§£§&E;i4 raw

Fmwff 89 Sings; Resaa1'::1t& Recawrxrxieftrafaifawfs
Zacks.com Quotes and Research

NJ RESOURCES is an exempt energy sacs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svgs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries.

Gen er a l I n f o r m a t i o n
N J  R E S O U R C E S
1415 Wyckoff Road
Wall, NJ 07719
Phone: 732.938-1489
Fax: 732 938-3154
Web: www.njresources.com
Email: investcont@niresources.com

industry
Sector:

U T I L -GAS D I ST R
Util i t ies

Fiscal Year End
Last Reported Quarter
Next EPS Date

Sep t em ber
03/31 /09
07 / 22 / 2009

P r i c e  a n d  V o l u m e i n fo r mat io n

[llJR] 30-Dag C1o»si.r»9 Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Targe! Price Consensus

/ ;

32.39

42.37

21 .90

0_16

536,252.06

43

M
133.5

l:ss.o

132.5

182.0

ls1.5

ls1.0

3.75

-8 .98
-17 . 84

-0 .35
-22,75

-18.78

% Price Change
4 Week

12 Week
YTD

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio
Last Split Date

'a+-as-09 os-22- oe"

%  P r i c e C h a n g e Rel a t i ve  to  S&P  500

4  W eek

12 W eek

Y TD

Div idend Information

4 2 . 3 2 Dividend Yie ld

Annual  Dividend

1 , 3 6 8 . 1 7 Payout  Rat io

3 . 3 4 Change in  Payout  Rat io

0 3 / 0 4 / 2 0 0 8 Las t  Dividend Payout  /  Am ount

3 . 8 4 %
$1 .24

0.63

0 . 12
03/1 U2009 /  $0.31

E P S i n f o r m a t i o n
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.02

2 . 39
8 . 00

07 / 22 / 2009

C o n sen su s  R eco mmen d at i o n s
Current (1=-Strong Buy, 5=Stror\g Sell)

30 Days Ago
60 Days Ago
90 Days Ago

1.67
1.67
1.67

2.33

EPS Growth Sales Growth

F u n d amen ta l R a t i o s

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

13.53 vs.  Prev ious Year

16.41 vs.  Previous Quarter

1 .69

-8.60% vs.  Prev ious Year
123.68% vs.  Prev ious Quarter:

- 2 0 . 3 8 %
1 7 . 0 0 %

http://www .backs .com/research/print.php ?type=report&t=NJR 5/ 23 / 2009
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ROE ROA

3.25

3.48

3.74

2.37

2.36
2.46

Price Ratios

Price/Book

Price/Cash Fk>w

Price / Salas

CurrentRatio

03/31/09

12/31/08

09/30/08

Net Margin

03/31/09

12/31/08

09/30/08

InventoryTurnover

03/31/09

12/31/08

09/30/08

1.81 03/31/09
10.20 12/31/08
0.38 09/30/08

Quick Ratio
1.17 03/31/09
1.17 12/31/08

1.24 09/30/08

Pre-Tax Margin
5.25 03/31/09

3.89 12/31/08

4.72 09/30/08

Debt-to-Equity
10.09 03/31/09

9.51 12/31/08

9.16 09/30/08

11.73 03/31/09

12.89 12/31/08
13.77 09/30/08

Operating Margin
1.07 03/31/09

0.76 12/31/08
0.70 09/30/08

Book Value
5.26 03/31/09
3.89 12/31/08

4.72 09/30/08

Debt to Capital
0.61 03/31/09

0.63 12/31/08

0.63 09/30/08

17.90
17.49

17.29

37.74

38.48

38.50

http://www.zacks.com/research/print.php?type=report&t=NJR 5/23/2009



ScarfradeNICOR INC (nosE)
vol. 288,55730.90GAS v-0.18 16:01 ET(4.58%)

Zacks.com Page 1 of 2

A ZAC KS
maras TMENT RESEARCH

ProvenRatings sesewenaRennmmendstians
Zacks.com Quotes and Research

Nicor Inc. is a holding Company and is a member ofthe Standard & Poor's 500 Index. Its primarybusiness is Nicor
Gas. one of the nation's largest natural gas distribution companies.moor owns TropicalShipping, a containerized
shipping business serving the Caribbeanregion andthe Bahamas. In addition, the company owns and has an equity
interest in several energy-relatedbusinesses.

General Information
NICOR INC
1844 FerryRoad
Napewille. IL 50563-9600
Phone: 630-305-9500
Fax: 630-983-9328
Web: www.nicor.com
Email: None

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Dale

December
03/31/09
08/10/2009

Price and Volume Information

134.5Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

31 .08

51 .99
27.50

0.36
519,217.91

40.5

Ia4.a

Iaa.s
Ia:s.o
lo2.s
la2.o

Ial.s
lal.a

'm-2s-as

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

a5-22-09'

% Price Change
4 Week

12 Week
YTD

-1.94

-2.43

-11.05

-5.81

-17.19

-5.73

Dlvldend InformationShare Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

4520 Dividend Yield

Annual Dividend

1,396.80 Payout Ratio

4_13 Change in Payout Ratio

04/27/1993 Last Dividend Payout / Amount

6.02%

$1 .86
0.69

-0.05
03/27/2009 I$0.47

0.42
2.55

5.90
08/10/2009

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

80 Days Ago
90 Days Ago

3.40

3.40

3.40

3.40

EPS Growth Sales Growth

12.12 vs. Previous Year

11.53 vs. Previous Quarter

2.05

5.49% vs. Previous Year

-8.57% vs. Previous Quarter:

-30.89%
6.73%

ROE HOA

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
EstimatedLong-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

PIE
CurrentFY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratios
Price!Book 1 .39 03/31/09 12.46 03/31/09 2.57

http://www.zacks.com/research/print.php?type=report&t=GAS 5/23/2009



Zacks.com Page 2 of 2

12.31 12/31/08

13.19 09/30/08

Operating Margin
0.77 03/31/09

0.68 12/31/08

0.56 09/30/08

2.62

2.87

3.70

3.16
3.48

Book Value

4.51 12/31/08

0.42 09/30/08

Quick Ratio
0.78 03/31/09

0.80 12/31/08

0.76 09/30/08

Pre-Tax Margin
5.21 03/31/09
4.34 12/31/08

4.80 09/30/08

5.21 03/31/09
4,34 12/31/08

4.80 09/30/08

22.16
21.58
21.15

Price/Cash Flow

Price / Sales

Current Ratio
03/31 /09
12/31 /08

09/30/08

Net Margin
03/31 /09

12/31 /08
09/30/08

Inventory Turnover
03/31/09
12/31 /08

09/30108

Debt-to-Equity Debt to Capital
15.05 03/31/09

18.16 12/31/08

23.38 09/30/08

0.45 03/31/09

0.46 12/31/08
0.47 09/30/08

30.91

31 .52
31 .92

http://www,zacks.com/research/print.php'?type=report&t=GAS 5/23/2009



Scodrade'NORTHWEST NAT GAS CO (nosE)
NWN 39.90 v-0.13 Vol. 173,466(-0.32%) 16:03 ET

Zacks.com Page 1 of 2

* ZAC KS
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Zacks.com Quotes and Research

NW Natural is principally engaged in the distributionof natural gas.The Oregon Public Utility Commission(OPUC)
has allocated toNW Natural as its exclusive service area a majorportion al westernOregon, including the Portland
metropolitan area, most of the fertile WillametteValley and the coastal area iron Astoria to Coos Bay. NW Natural
ds holds certificates from the WashingtonUtilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washingtoncountiesbordering theColumbia River.

General Information
NORTHWEST NAT G
220 NW Second Avenue
Portland, OR 97209
Phone: 503 226-4211
Fax: 503 273-4824
Web: www.nwnaturaI.com
Email: Bob.Hess@nwnaturaLcom

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
03/31/09
07/17/2009

Price and Volume information

121 144.0
I4:s.s

l4:s.o
l42.s

l4a.o
I4x.s

l4l.o
I¢u.s
I4u.a

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

40.03

55.44

36.61

0.29

170,996.70

51 .25

% Prlee Change

4 Week

12 Week

YTD

-0.23

-3.20

-9.79

-4.17

. 17.84

-4.47

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

'as-as-oo as-22-10'

% Prlce Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

26.50 Dividend Yield

Annual Dividend

1,057.39 Payout Ratio

7.62 Change in Payout Ratio

09/09/1996 Last Dividend Payout / Amount

3.96%

$1 .58
0.57

-0.05
04/28/2009 / $0.40

EPS information
CurrentQuarter EPS Consensus Estimate

CurrentYear EPS Consensus Estimate
Estimated Long-TermEPS GrovAh Rate
NextEPS Report Date

0.17

2.77

6.80
07/17/2009

Consensus Recommendations
Current (1=Strong Buy.5=Strong Sell)

30 Days Ago
60 Days Ago
90 Days Ago

2.00

2.00

2.00

2.00

EPS Growth Sales Growth

14.39 vs.Previous Year

14.35 vs. PreviousQuarter

2. 13

9.82% vs. Previous Year
43.20% vs. Previous Quarter:

12.81%

25.24%

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=NWN 5/23/2009
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3.37

3.31
3.29

11.69 03/31/09

11.18 12/31/08
10.77 09/30/08

Operating Margin
0.80 03/31/09

0.70 12/31/08
0.44 09/30/08

6.78

6.70
6.47

Book Value
10.81 03/31/09

10.62 12/31/08
10.30 09/30/08

25.05

23.77
22.88

Price/Book
Price/Cash Flow

Price / Salas

Current Ratio
03/31/09

12/31/08
09/30/08

Net Margin
03/31/09

12/31/08

09/30/08

Inventory Turnover
03/31/09
12/31/08
09/30/08

Debt to Capital

1.59 03/31/09

7.44 12/31/08
0.97 09/30/08

Quick Ratio
1.03 03/31/09

0.87 12/31/08

0.69 09/30/08

Pre-Tax Margin
10.81 03/31/09
10.62 12/31/08

10.30 09/30/08

Debt-to-Equity
10.10 03/31/09
11.16 12/31/08
10.09 09/30/08

0.88 03/31/09
0.81 12/31/08

0.85 09/30/08

46.93
44.90

45.84

http://www.zacks.com/research/print.php?type=report&t=NWN 5/23/2009



ScotfradePIEDMONT NAT GAS INC (NYSE)
Vol. 335,349PNY 21 .81 v-0.28 (-1 .27%) 16:02 ET

Zacks.com

General Information
PIEDMONT NAT GA
4720 Piedmont Row Drive
Charlotte. NC28210
Phone: 704 384-3120
Fax: 704-365-3849
Web: www.piedmonlng.com
Email: investorrelations@piedmontng.com

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry
Sector:

Price and Volume lnformaiion

October
04/30/09
06/08/2009

UTIL-GAS DISTR
Utilities

E¢

Invasruoenr Rasuncu
pawn Ratings l'Iaseafcn&flecummendnions

Zacks.com Quotes and Research

A ZAC KS

IPIYJ 80-DW Closing Prims I

. ... .... .......i

Page 1 of 2

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

22.09

35.29

20.52

0.25

463,561 .he

28.5

~z s . a
2 5 . 5
2 5 . 1
2 4 . 5
2o . o
z s . s
pa. o
z z . s

"\  221 O
2 1 . 5

% Prlce Change
4 Week

12 Week

YTD

-11.52

-10.36

-31 .13

-15.02

-23.92
-27.83

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

14-25-0 as-22-so

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

73.48 Dividend Yield

Annual Dividend

1,602.69 Payout Ratio

9.00 Change in Payout Ratio

11 /01 /2004 Last Dividend Payout / Amount

4.95%

$1 .08

0.00

0.00
03/23/2009 / $0.27

EPS Information
Current Quarter EPS Consensus Estimate

CurrentYear EPS Consensus Estimate
EstimatedLong-Term EPSGrowth Rate

NextEPS Report Date

0.66

1 .as
6.50

06/08/2009

Consensus Recommendations
Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago
BO Days Ago
90 Days A o

2.67

2.67
2.67
2.67

Fundamental Ratios

EPS Growth Sales GrowthP/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

14.22 vs. Previous Year
13.89 vs. Previous Quarter

2.19

-1.79% vs. Previous Year
-% vs. Previous Quarter:

-1 .12%

150.08%

http://www.zacks.com/research/print.php?type=report&t=PNY 5/23/2009
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ROE ROA

3.55

3.67

5.22
5.27

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

04/30/09

01/31/09

10/31/08

Net Margin

04/30/09

01/31/09

10/31/08

inventory Turnover

04/30/09

01/31/09

10/31/08

1.68 04/30/09
7.71 01/31/09

_ 10/31/08

Quick Ratio
* 04/30/09

0.99 01/31/09

0.88 10/31/08

Pre-Tax Margin
- 04/30/09

8.66 01/31/09

8.78 10/31/08

Debt~to-Equity
.. 04/30/09

10.50 01/31/09

11.18 10/31/08

12.98
12.11

-  04/30/09

11.70 01/31/09

11.95 10/31/08

Operating Margin

_ 04/30/09

0.76 01/31/09

0.59 10/31/08

Book Value

.. 04/30/09

8.66 01/31/09

8.78 10/31/08

Debt to Capita!

_ 04/30/09

0.83 01/31/09

0.90 10/31/08

45.46
47.24

http://www.zacks.com/research/print.php?type=report&t=PNY 5/23/2009
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,_-0,29SJ! 3320 16:93 EVol. 177,091(-0.877a)

Zacks.com Page 1 of 2

L ZAC KS
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PmveaRatings, ResaafnvwifRwawwendsriana
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South Jersey Ends Inc. is engaged in the business of operating, through subsidiaries, various business enterprises.
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas.

General Information
SOUTH JERSEY IN
1 South Jersey Plaza
Fo\som, NJ 08037
Phone: 609 561 -9000
Fax: 609 561 -8225
Web: www,sjindustries.com
Email: investorre!atior\s@ sjindustries.com

industry
Sect<>r:

UTIL-GASDISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
03/31 /09
08/06/2009

Price and Volume lm'orma¥iorl

433
ESJIJ $0-Dug Closing Pr~ i c e s 36 . 5

35»0
35 . 5

3 5 . 0

3 4 : 5

34 . 0

* ~ .  a m s

33: 0

Zacks Rank

Yesterday's Gloze

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

33.49

40.78

25.19

0.26

229,042.00

41 .4

-4.16

-6.14

-1669

-7.95

-20.33
-11 .56

%Price Change
4 Week

12 Week

YTD

Share information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio
Last Split Date

`o4-2a- 09 05-22- na

%Price ChangeRelative to S&P 500
4 Week

12 Week

YTD

Dividend information

29.74 Dividend Yield

Annual Dividend

987.30 Payout Ratio

5.48 Change in Payout Ratio

07/01 /2005 Last Dividend Payout / Amount

3.58%
$1 .1 Q
0.49

0.00
03/06/2009 / $0.30

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate
Next EPS Report Date

0.27
2.43

8.40
08/06/2009

ConsensusRecommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.50

2.50

2.67

2.67

EPS Growth Sales Growth

13.64 vs, Previous Year

13.66 vs. Previous Quarter

1.62

10.61% vs. Previous Year

117.91 % vs. Previous Quarter:

4.06%

35.30%

FundamentalRatios

PIE
Current FY Estimate:
Trailing 12 Montils:

PEGRatio

Price Ratios ROE ROA

http ://www .backs .com/research/print.php ?type=report&t=SJI 5/23/2009
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14.14 03/31/09

13.56 12/31/08

13.53 09/30/08

OperatingMargin

0.74 03/31/09

0.52 12/31/08

0.45 09/30/08

4.30

4.16

4.25

7.43

7.07

6.99

Book Value

14.51 03/31/09

13.40 12/31/08

12.52 09/30/08

18.20

17.33

17.32

Price/Back

Price/Cash Flow

Price / Sales

Current Ratio

03/31/09

12/31/08

09/30/08

NetMargin

03/31/09

12/31/08

09/30/08

Inventory Turnover

03/31/09

12/31/08

09/30/08

Debt to Capital

1.82 03/31/09

9.55 12/31/08

1.01 09/30/08

Quick Ratio

0.93 03/31/09

0.87 12/31/08

0.94 09/30/08

Pre-Tax Margin

14.51 03/31/09

13.40 12/31/08

12.52 09/30/08

Debt-to-Equity

5.73 03/31/09

6.46 12/31/08

6.67 09/30/08

0.61 03/31/09

055 12/31/08

0.69 09/30/08

38.07

39.33

41 .08

http://www.zacks.com/research/print.php?type=report&t=SJI 5/23/2009



XMWMMSOUTHWEST GAS CORP
18:02 ETsix 19.68 Vol. 320,937

(NYSE)

A.0.09 (0.46%)

Zacks.com Page 1 of 2
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SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary.

General lnformaiicn
SOUTHWEST GAS
5241 Spring Mountain Read
p.o. Box 98510
Las Vegas, NV 89193-8510
Phone: 702 876-7237
Fax: 702~87S-7G37
Web: www.swgas.com
Email: None

industry
Sector;

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
03/31 /09
08/05/2009

Price and Volume Information

CSHHJ 30-Dag Closing Prices"he
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

s.

19.59

33.29
17.08

0.69
419,823.44

28

120.8
120.6
1211.4
120.2
120.0
\1a.s
\11a.5
\1~a.4
lie.:
I1-a.n

'¢41§5:64 hs-22-n9'

-8.01

-5.88

-21 .97

°/> Price Change Relative to S&P 500
4 Week

12 Week

YTD

-6.84

-20.12

-22.80

% PriceChange

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information

44.58 Dividend Yield

Annual Dividend

877.30 Payout Ratio

2.23 Change in Payout Ratio

N/A Last Dividend Payout / Amount

4.83%

$0.95

0.65

0.12

05/13/2009 / $024

EPS tnformai ien

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0.05

1 .84

6.00

08/05/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.60

2.60

2.60

2.60

EPS Growth

10.71 vs. Previous Year

14.16 vs. Previous Quarler

1 .79

Sales Growth

-1.75% vs. Previous Year

57.75% vs. Previous Quarter:

-15.21 %

35.42%

ROE ROA

Fundamental Ratios

P/E

Current FY Estimate :

Trailing 12 Months:

PEG Ratio

Price Ratios

Price!Book 0.81 03/31/09 5,45 03/1009 1 .56

http://www.zacks.com/research/print.php?type=report&t=S
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Price/cash Flow

Price / Salas

1 .69
2.04

Current Ratio
03/31/09

12/31 /08

09/30/08

2.81

2.84

3.32

Net Margin
03/31/09

12/31/08

09/30/08

24.40

23.63
23.22

Inventory Turnover

03/31/09

12/31/08

09/30/08

3.34 12/31/08
0.43 09/30/08

Quick Ratio
0.82 03/31/09
0.86 12/31/08

0.75 09/30/08

Pre-Tax Margin
5.09 03/31/09
4.75 12/31/08

5.37 09/30/08

Debmo-Equity
. 03/31/09
.. 12/31/08

.. 09/30/08

5.93 12/31/08
7.18 09/30/08

Operating Margin
0.82 03/31/09
0.86 12/31/08

0.75 09/30/08

Book Value
5.09 03/31/09
4.75 12/31/08

5.87 09/30/08

Debt to Capital
1.05 03/31/09
1.24 12/31/08

1.20 09/30/08

51 .33
55.33
52.20

http://www.zacks.com/research/print.php'?type=report&t=SWX 5/23/2009
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Sfrattrazzze*W GL HLDGS INC (NYSE)

.-~0.2*.s 18:32 ETWGL 28,83 Vol. 294,65?

Zacks.com Page 1 of 2
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WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, Stephen City and New Market, Virginia, and Martinsburg, West Virginia.

General information
WGL HLDGS :NC
101 Constitution Avenue NW
Washington, DC 20080
Phone: 703 750-2000
Fax: 703 750-4828
Web: www.wglholdings.com
Email: madams@washgas.com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
03/31 /09
08/10/2009

Price and Volume information

s £33 El-IGLJ SI8-Dag Closing Pl~i-:es 8
/2Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

29.08

37.08
22.40

0.24

463,851 .84
34.67

% Price Change
4 Week

12 Week
YTD

-6.00

-5.26

-11 .81

-9.72

-19.59

-9.80

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

32-5
32.0

31.5
31.0

30.5
30.0

29-5
29:0

28.5

'04-z3-69 05-22- ua

% Price Change Relative to S&P sao

4 Week

12 Week
YTD

Dividend information

50 12 Dividend Yield

Annual Dividend
1,445.07 Payout Ratio

6.94 Change in Payout Ratio

05/02/1 995 Last Dividend Payout / Amount

5.10%
$1 .47

0.56
-0.11

04/07/2009 / $0.37

EPS lnformaiiun
Current Quarter EPS Consensus Estimate

Current Year EPS Gonserwsus Estimate

Estimated Long~Term EPS Growth Rate
Next EPS Report Date

0.03
2.45

6.70

08/10/2009

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.50

2.50
2.50

2.50

EPS Growth Sales Growth

11.79 vs. Previous Year

11.44 vs. Previous Quarter

1.77

-0.60% vs, Previous Year
60.19% vs. Previous Quarter:

2.04%

26.71 %

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WGL 5/23/2009
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11.60 03/31/09
11.76 12/31/08
11.60 09/30/08

Operating Margin
1.04 03/31/09

0.70 12/31/08
0.42 09/30/08

3.75

3.79
3.72

5.08
5.11

5.09

Book Value
7.58 03/31/09

8.04 12/31/08

7.08 09/30/08

22.89

21 .79

20.99

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio
03/31/09
12/31/08

09/30/08

Net Margin
03/31/09

12/31/08

09/30/0B

inventory TUYHQVBY
03/31/09

12/31/08
09/30/08

Debt to Capital

1.26 03/31/09

6.69 12/31/08
0.58 09/30/08

Quick Ratio
1.20 03/31/09

1.06 12/31/08
0.99 09/30/08

Pre-Tax Margin
7.58 03/31/09

8.04 12/31/08

7.08 09/30/08

Debt-to-Equity
8.22 03/31/09

7.91 12/31/08
8.11 09/30/08

0.57 03/31/09

0.60 12/31/08
0.58 09/30/08

35.81

37.05
35.95

http://www.zacks.com/research/print.php?type=report&t=WGL 5/23/2009
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Treasury Security Yield Curve
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Selected Yields

Refenr
(5/13/09)

3 Months
Ago

(2/11/09)

Year
Ago

(5/14/08)
Recent

(5/13/09)

3 Months
Ago

(2/11/09)

Year
Ago

(5/14/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/PT)
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.32
0.88

0.50
0.00~0.25

3.25
0.48
1.23

2.25
2.00
5.00
2.70
2.72

3.09
2.38
2.20
2.78

4.02
3.62
3.63
3.89

5.04
5.16
4.90
4.41

0.73
0.98
1 .93

0.89
1 .08
2.37

1.77
2.05
3.16

6.94
6.19
6.01
7.57

8.09
5.94
5.60
7.00

5.68
6.06
6.10
6.41

0.17
0.28
0.50
1.98
3.12
1.64
4.10
4.18

0.30
0.45
0.60
1.75
2.75
1 .60
3.44
3.31

1 .82
1 .88
2.08
3.20
3.91
1 .35
4.61
4.71

3.10
3.34
1.46
3.52

2.94
3.19
1.31
3.61

3.60
4.1 7
1 .68
4.82

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
G NMA 6.5%
FHLMC 6.5% (Goldi
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

6.35
8.65
5.51

6.01
11.01
5.51

6.28
6.75
5.5t

TAX-EXEMPT

4.63
5.57

4.96
5.74

4.62
5.07

Bond Buyer Indexes
20-Bond Index (COs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
S-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.43
1 .16
1 .82
3.24
2.86
4.41
4.43
5.91

0.55
0.65
1 .76
2.02
2.84
3,34
4.71
5.75

1.83
1.93
2.97
3.07
3.62
3.83
4.55
4.75

5.96
6.06
6.36
6.31
6.11

5.75
5.80
6.10
6.15
5.85

4.80
4.85
5.00
5.05
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two~Week Per iod; i n  Mi l l i ons ,  Not Seasonal ly Adjusted)

Recent Levels

4/22/09
862387
565360
297027

5/6/09
777464
507911
269553

Change
-84923
-57449
-27474

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
731 758 706418 385094
579211 611473 433308
152547 94945 -48214

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.

MI (Currency+demand deposits)
MY (mi +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent levels

4/20/09
1559.4
8243.6

4/27/09
1576.9
8285.2

Change
1 7.5
41 .6

12.8%
9.5%

14.2%
8.8%
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Selected Yields

Refen I
(5/06/09)

3 Months
Ago

(2/04/09)

Year
Ago

(5/07/08)
Recent

(5/06/09)

3 Months
Ago

(2/04/09)

Year
Ago

(5/07/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.40
0.97

0.50
0.00-0.25

3.25
0.55
1.24

2.25
2.00
5.00
2.56
2.73

3.37
2.91
2.71
2.78

4.28
4.17
4.14
3.89

4.86
5.10
4.84
4.40

0.79
0.98
1 .93

0.87
1 .29
2.41

1.72
1.99
3.05

7.19
6.31
6.10
7.54

8.03
6.15
6.00
7.27

5.74
6.03
6.1 1
6.39

0.18
0.31
0.50
2.05
3.16
1.69
4.10
4.14

0.29
0.40
0.49
1 .94
2.94
1 .78
3.68
3.55

1.66
1.74
1 .96
3.08
3.85
1 .37
4.61
4.68

3.07
3.24
1.41
3.61

3.12
3.36
1.36
3,77

3.67
4.1 8
1 .67
4.71

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.00
8.19
5.51

6.02
10.79
5.51

6.24
6.73
5.51

TAX-EXEMPT

4.70
5.57

5.16
5.89

4.63
5.07

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs)(25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.43
1 .16
1 .84
3.25
2.91
4.45
4.53
6.05

0.55
0.65
1 .79
2.09
2.90
3.40
4.82
5.82

1 .83
1 .93
3.03
3.13
3.70
3.90
4.62
4.82

6.10
6.15
6.45
6.40
6.20

5.90
6.00
6.25
6.20
6.05

4.90
4.95
5.05
5.10
4.95

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

4/8/09
804790
595938
208852

4/22/09
862387
565360
297027

Change
57597
-30578
88175

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
733984 671007 356363
587381 624561 419423
146604 46446 -63060

Growth

MI (Currency+demand deposits)
M2 (MI +savings+small time deposits)

MONEY suppLy
(One-Week Period# in Billions, Seasonally Amyusted)

Recent Levels

4/13/09
1576.3
8249.3

4/20/09
1559.4
8244.9

Change
-16.9
-4.4

3 Mos.
2.3%
1.0%

Rates Over the Last...

6 Mos. 12 Mos.
13.7% 13.1 %
7.9% 8.1 %
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Selected Yields

Recent
(4/29/09)

3 Months
Ago

(1/28/09)

Year
Ago

(4/30/08)
Recent

(4/29/09)

3 Months
Ago

(7/28/09)

Year
Ago

(4/30/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/Pt )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.40
1 .03

0.50
0.00-0.25

3.25
0.45
1 .17

2.25
2.00
5.00
2.60
2.85

3.30
2.61
2.45
3.15

3.90
3.50
3.50
4.27

5.02
5.21
4.93
4.40

0.79
0.98
1 .93

0.88
1 .25
2.39

1.75
1.77
2.96

7.84
6.41
6.33
7.58

7.96
6.18
6.10
7.04

5.91
6.00
6.12
6.31

0.09
0.28
0.46
2.03
3.11
1 .57
4.03
4.05

1 .38
1 .62
1 .94
3.01
3.73
1.35
4.47
4.54

3.08
3.13
1 .42
3.46

2.96
3.23
1 .27
3.64

3.59
4.t 2
1 .59
4.67

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.18
0.33
0.47
1 .69
2.67
1 .78
3.42
3.29

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30~year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

7.53
8.96
5.50

5.98
8.89
5.50

6.19
6.65
5.50

TAX-EXEMPT

5.13
5.82

4.68
5.01

0.55
0.65
1 .84
2.14
3.00
3.30
5.05
6.05

1 .80
1 .90
3.00
3.10
3.69
3.90
4.61
4.81

Bond Buyer Indexes
20-Bond Index (GOs) 4.57
25-Bond Index (Revs) 5.49
General Obligation Bonds (GOs)
1-year Aaa 0.54
1-year A 1 .04
5-year Ala 1.80
5-year A 2_23
10-year Aaa 3_19
10-year A 3.55
25/30-year Aaa 4.67
25/30-year A 5.11
Revenue Bonds (Revs) (25/30-Year)
Education AA 5.80
Electric AA 5.90
Housing AA 6.20
Hospital AA 6.15
Toll Road Aaa 5.95

6.05
6.10
6.40
6.45
6.15

4.90
4.95
5.05
5.10
4.95

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-W eek Period; in Mi l l ions, Not Seasonal ly  Adjusted)

Recent Levels

4/8/09
804794
595938
208856

4/22/09
862392
565360
297032

Change
57598

-30578
88176

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
733986 671008 356363
587381 624561 419423
146606 46447 -63060

Growth Rates Over the Last...

6 Mus. 12 Mos.

MI (Currency+demand deposits)
M2 (Mi +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

4/13/09 4/6/09
1576.3 1644.4
8249.3 8247.7

Change
-68.1

1 .6

3 Mos.
-6.3%
3.0%

15.4%
9.3%

14.8%
8.3%

©2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is sliMly lot subscriber's own, non-commercial, internal use. No part of it may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used lot generating or marketing any printed or electronic publication, service or product.



Treasury Security Yield Curve
6.00%

5.00% -

4.00% ..

a.oo% -

2.00% -

1 .of%

10 a0
0.00%

3 6 1 2 a 5
Mos. Years

M A Y 1 2009r VA LUE LINE SE LECTIO N & OP INION PAGE 3565

Selected Yields

Recenl
(4/22/09)

3 Months
Ago

(1/21/09)

Year
Ago

(4/23/08)
Recent

(4/22/09)

3 Months
Ago

(1/21/09)

Year
Ago

(4/23/08)

TAXABLE
Market Rates
Discount Rale
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.37
1 .10

0.50
0.00-0.25

3.25
0.55
1 .13

2,50
2.25
5.25
2.78
2.92

3.32
2.72
2.58
3.15

3.78
3.53
3.47
4.25

5.11
5.12
4.94
4.67

0.80
0.99
1 .93

1.03
1.34
2.38

1.75
1.78
2.95

7.71
6.31
6.19
7.41

7_97
6,05
6.03
6.66

6.03
6.10
6.1 5
6.27

0.13
0.32
0.48
1 .89
2.94
1 .59
3.80
3.79

0.11
0.29
0.43
1 .61
2.54
1 .95
3.16
2.94

1 .21
1 .63
1 .84
2.96
3.73
1 .29
4.49
4.60

2.94
3.21
1 .44
3.45

2.73
3,00
1 .23
3.44

3.67
4.1 5
1 ,46
4.67

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
I-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Cermany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

6.31
8.98
5.50

6.05
8.58
5.49

6.03
6.79
5.50

TAX-EXEMPT

4.78
5.63

4.80
5.72

4.61
5.04

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.43
1.16
1 .73
3.15
2.88
4.43
4.44
5.95

0.48
0.58
1 .71
2.00
2.82
3.32
4.76
5.76

1 .55
1 .65
2.85
2.95
3.54
3.75
4.53
4.73

6.00
6.10
6.40
6.35
6.15

5.80
5.90
6.15
6.10
5.95

4.80
4.85
4.95
5.00
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Mi l l ions, Not Seasonal ly Adjusted)

Recent Levels

3/25/09
771271
604849
166422

4/8/09
804800
595938
208862

Change
33529
-8911

42440

Average levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
731287 619127 324505
586952 622967 403815
144335 -3841 -79310

MI (Currency+demand deposits)
MY (MI +savings+smalI time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

3/30/09
1551 .3
8308.2

4/6/09
1641 .2
8244.7

Change
89.9

-63.5

3 Mos.
!.0%
3.3%

Growth Rates Over the Last...

6 Mos. t2 Mos.
26.6% 20.5%
10.4% 8.2%
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Selected Yields

Recent
(4/15/09)

3 Months
Ago

(1/14/09)

Year
Ago

(4/16/08)
Recent

(4/15/09)

3 Months
Ago

(1/14/09)

Year
Ago

(4/16/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.38
1.11

0.50
0.00-0.25

3.25
0.49
1 .08

2.50
2.25
5.25
2.56
2.73

Mortgage~Backed Securities
CNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%

3.39
2.67
2.62
3.15

3.93
3.25
3.30
4.26

4.90
5.14
4.81
4.66

0,81
1 .02
2.01

1,03
1.34
2.38

1.76
1.79
2.87

7.61
6.25
6.17
7.59

7.1 5
5.84
5.88
6.60

6.1 1
6.12
6.28
6.40

0.14
0.33
0.51
1.70
2.76
1 .43
3.66
3.66

0.09
0.27
0.41
1.35
2.20
1 .73
2.89
2.75

1 .12
1 .49
1 .56
2.81
3.69
1 .21
4.49
4.62

FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks

2.94
3.14
1 ,44
3.26

2.56
2.93
1.27
3.12

3.68
4.04
1.35
4.53

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Utility A
Financial A
Financial Adjustable A

636
7.55
5.49

6.05
7.76
5.49

6.06
6.71
5.49

TAX-EXEMPT

4.92
5.74

5.02
5.90

4.61
5.04

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOS)
1-year Aaa
1~year A
5-year Aaa
5-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.43
0.53
1 .91
2.1 3
3.09
3.62
4.71
5.75

0.48
0.58
1 .76
2.06
2.82
3.32
4.75
5.75

1 .55
1 .65
2.85
2.95
3.54
3.75
4.53
4.73

5.70
5.80
6.10
6.15
5.85

5.75
5.80
6.10
6.1 5
5.85

4.80
4.85
4.95
5.00
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

3/25/09
771269
604849
166420

4/8/09
804805
595938
208867

Change
33536
-8911
42447

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
731288 619127 324505
586952 622967 403815
144336 -3840 -79310

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
MI (Currency+demand deposits)
M2 (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

3/23/09
1549.4
8336.5

3/30/09
1551 .1
8308.0

Change
1.7

-28.5
-10.7%

7.3%
8.2%

10.8%
13.1%
9.1%

©2009, Value Line Publishing, Inc. All rights resented. Factual material is obtained from sources belied to be reliable and is provided without warranties of any kind. THE PUBLISHER |
iS NOT RESPONSIBLE FOR ANY ERRORS OR OMlSSlONS HEREIN. This publication is strictly for subscribers own, non-commercial, internal use. No part of it may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used tar generating or marketing any printed or electronic publication, service or product.



Treasury Security Yield Curve
6.00%

5.00% ..

4.00% -

3.00% -

2.00% -

1 .OO% -

10 301 2 3 5
Years

o.oo%
3 6
Mos.

APRIL 17, 2009 VALUE LINE SELECTION & OPINION PAGE 3589

Selected Yields

Recenl
(4/08/09)

3 Months
Ago

(1/07/09)

Year
Ago

(4/09/08)
Recent

(4/08/09)

3 Months
Ago

(1/07/09)

Year
Ago

(4/09/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.33
1 .14

0.50
0.00-0.25

3.25
0.65
1 .40

2.50
2.25
5.25
2.63
2.72

3.40
2.79
2.79
3.15

4.30
3.95
3.75
4.26

4.52
4.89
4.58
4.67

0.83
1 .04
2.05

1.10
1.41
2.38

1.76
1.79
2.87

7.85
6.27
6.20
7.63

7.56
6.26
6.07
6.72

6.06
5.93
6.14
6.28

0.18
0.37
0.58
1 .83
2.86
1 .53
3.67
3.67

0.09
0.28
0.41
1 .66
2.49
2,44
3.04
2.87

1 .30
1 .50
1 .68
2.60
3.48
1 .07
4.32
4.43

2.90
3.21
1 .46
3.35

2.93
3.20
1 .26
3.29

3.56
4.01
1 .35
4.51 \

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
S-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.35
7.80
5.48

6.11
7.28
5.48

6.06
6.60
5,48

TAX-EXEMPT

4.95
5.75

5.24
6.00

4.90
5.1 8

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.47
1 .20
2.03
3.45
3.20
4.75
4.77
6.25

0.85
0.95
2.48
2.77
3.53
4,03
5.04
6.04

1 .55
1 .70
2.94
3.05
3.70
3.90
4.78
4.98

6.30
6.40
6.70
6.65
6.45

6.10
6.25
6.55
6.50
6.25

5.05
5.05
5.35
5.30
5.10

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

RecentLevels

3/11/09
621568
630177

-8609

3/25/09
771276
604849
166427

Change
149708
-25328
175036

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
730382 566553 294869
591508 599533 385679
138874 -32980 -90810

MI (Currency+demand deposits)
MY (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

3/23/09 3/16/09
1551 .1 1564.0
8372.3 8375.2

Change
-12.9
-2.9

Growth Rates Over the Last...

3Mos. 6 Mos. 12 Mos.
-11 .2°/0 10.8% 13.3%
10.1 Rx, 12.8% 9.9%
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Selected Yields

Recent
(4/01/09)

3 Months
Ago

(12/30/08)

Year
Ago

(4/02/08)
Re can t

(4/0 I/09)

3 Months
Ago

(12/30/08)

Year
Ago

(4/02/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.44
1 .18

0.50
0.00-0.25

3.25
0.06
1.44

2.50
2.25
5.25
2.67
2.70

3.53
3.12
3.04
3.15

4.11
4.03
3.89
4.22

4.B1
5.05
4.79
4.67

0.83
1 .04
2.06

1.16
1.43
2.51

1.78
1.76
2.87

7.49
6.17
5.99
7.41

7.08
5.90
5.85
6.58

6.30
6.07
6.16
6.25

0.20
0.39
0.54
1 .64
2.65
1 .32
3.50
3.52

0.09
0.24
0.31
1.44
2.05
2.33
2.56
2.42

1 .37
1 .55
1 .62
2.74
3.60
1 .12
4.41
4.48

2.78
2.99
1.35
3.13

2.66
2.95
1 .17
3.09

3.63
3.99
1 .37
4.43

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10~year) A
Industrial (25/30-year) A
Utimy (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.74
9.90
5.48

6,00
7.89
5.48

6.1 6
6.74
5.48

TAX-EXEMPT

5.00
5.78

5.46
6.22

4.96
5.24

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
2S/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.50
0.60
2.08
2.33
3.20
3.73
4.79
5.83

0.85
0.95
2.57
2.87
3.70
4.20
5.17
6.15

1.60
1.70
3.00
3.10
3.79
4.00
4.91
5.11

5.80
5.85
6.15
6.20
5.90

6.15
6,20
6.50
6.55
6.25

5.20
5.25
5.35
5.40
5.25

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels
3/11/09
621518
630177

-8659

3/25/09
771 t94
604849
166345

Change
149676
-25328
175004

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
730364 566544 294864
591508 599533 385679
138856 -32990 -90815

MI (Currency+demand deposits)
M2 (M1+savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

3/9/09
1577.1
8342.9

3/16/09
1565.6
8376.2

Change
_11.5
33.3

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
-8.4% 19.8% 14.4%
12.1 % 18.2% 10.2%
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Selected Yields

RefenI
(3/25/09)

3 Months
Ago

(12/23/08)

Year
Ago

(3/26/08)
Recent

(3/25/09)

3 Months
Ago

(12/23/08)

Year
Ago

(3/26/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.51
1.23

0.50
0.00-0.25

3.25
0.10
1 .47

2.50
2.25
5.25
2.83
2.67

3.48
2.99
3.00
3.60

4.43
4.38
4.16
4.23

4.35
4.99
4.74
5.08

0.83
1 .04
2.06

1.17
1.56
2.72

1.84
1.84
2.87

Mortgage-Backed Securities
C N M A 6 . 5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

7.51
6.48
6.28
7.71

7.08
6.02
5.90
7.07

6.06
6.11
6.03
6,24

0 . 1 8
0 . 4 0
0 . 5 8
1 .81
2 . 7 8
1 .38
3 . 7 4
3 . 7 7

0 . 0 1
0 . 2 3
0 . 3 5
1 .50
2 . 1 6
2 . 3 6
2 . 63
2 . 6 7

1 .27
1 . 4 6
1 .64
2 . 4 9
3 . 46
1 .10
4 . 31
4 . 4 5

2.96
3.15
1 .29
3.28

2.80
2.95
1.22
3.12

3.47
3.88
1 .28
4.44

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.11
9.42
5.47

6.25
11 .45
5.47

6.02
6.75
5.47

TAX-EXEMPT

4.98
5.81

5.46
6.22

4.88
5.17

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs)(25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0 . 5 0
0 . 6 0
2 . 1 5
2 . 4 5
3 . 2 4
3 . 7 4
4 . 8 5
5 . 85

0 . 8 5
0 . 9 5
2 . 5 7
2 . 8 7
3 . 7 0
4 . 2 0
5 . 1 7
6.1 5

1 .70
1 .85
2 . 85
2 . 95
3 . 7 4
3 . 9 4
4 . 9 5
5 . 1 5

5.90
6.00
6.30
6.25
6.05

6.15
6.20
6.50
6.55
6.25

5.20
5.20
5.50
5.45
5.20

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(T w o-W eek  Per iod ;  in  M i l l i ons ,  N o t  Seas ona l l y  Ad jus t ed)

Recent Levels
2 /25 /09
673434
588910

84524

3/11/09
621518
630177

-8659

Change
-51916
41267
-93183

Average Levels Over the Last...
12 Wks. 26 Wks. 52 Wks.
730828 511620 266354
601461 568436 365508
129367 -56B16 -99154

Change
15.8
39.8

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
Mi (Currency+demand deposits)
MY (Mt +savings+small time deposits)

M O N E Y SUPPLY
(One-W eek  Per iod ;  in  B i l l i ons ,  Seas ona l l y  Ad jus t ed)

Recent Levels

3/2/09
1561 .3
8303.3

3/9/09
1577.1
8343.1

-0.2%
12.8%

24.5%
17.8%

14. 5%
10. 1%

©2009, Value Line Publishing, Inc. All rights resewed. Factual material is obtained from sources believed to be reliable and is provided wilhouf warranties of any kind. THE PUBLISHER I
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscribers ovum, non-commercial, internal use. No part of it may be reproduced,
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EXECUTIVE SUMMARY
UNS GAS, INC.

DOCKET no. G-04204A-08-0-71
TESTIMONY OF STAFF WITNESS RALPH c. SMITH

My testimony addresses the following issues, and responds to the testimony of UNS Gas, Inc.
("UNSG", "UNS Gas," or "Company") witnesses on these issues:
• The Company's proposed revenue requirement
• The detennination of a Fair Value Rate of Return and its application to Fair Value Rate

Base
RUCO's recommended base revenue increase
Adjusted Rate base
Adjusted Test year revenues, expenses, and net operating income

My findings and recommendations for each of these areas are as follows:

The Company's Proposed Revenue Requirement
The Company's proposed revenue requirement of a base rate increase of $9.480 million, or 18.53
percent, is significantly overstated. In its filing, UNSG calculated the same revenue deficiency
on its proposed original cost rate base (OCRB) and fair value rate base (FVRB).

UNSG overstated rate base and understated operating income. Additionally, the Company is
requesting an excessive rate of return.

UNSG's request for a 9.54 percent overall return on OCRB could be viewed as effectively
requesting a return on equity of 12.58 percent on OCRB, as shown on my Attachment RCS-2,
Schedule D, page 1, and summarized below:

Capital Source
Long-Term Debt
Common Stock Equity
Overall Cost of Capital

UNS Gas Proposed to Show Equivalent Requested ROE
Capitalization

Percent
50.01%
49.99%

100.00%

Cost
Rate

6.49%
12.58%

Weighted Avg.
Cost of Capital

3.25%
6.29%
9.54%

The testimony of RUCO witness William Rigsby addresses RUCO's recommended return on
equity and weighted cost of capital to be applied to OCRB.

The Determination of a Fair Value Rate of Return (FVROR) and its Application to FVRB
The Commission's traditional calculation of return on fair value rate base calculation has been
called into question by a recent Arizona Court of Appeals ruling involving Chaparral City Water
Company. In that ruling, the Arizona Court of Appeals found that Staffs determination of
operating income in that case had ignored fair value rate base, and that the Commission must use
fair value rate base to set rates per the Arizona Constitution.

That Court of Appeals decision provided some guidance for calculating the return on fair value
rate base. For example, at pages 13-14, paragraph 17, the Court of Appeals decision stated that:
" . the Commission cannot ignore its constitutional obligation to base rates on a utility's fair
value. The Commission cannot determine rates based on the original cost, or OCRB, and then



engage in a superfluous mathematical exercise to identify the equivalent FVRB rate of return.
Such a method is inconsistent with Arizona law." At page 13, the decision stated that: "If the
Commission determines that the cost of capital analysis is not the appropriate methodology to
detennine the rate of return to be applied to the FVRB, the Commission has the discretion to
determine the appropriate methodology."

The Commission reopened Docket No. W-02113A-04-0616 to address such issues in a Chaparral
City remand proceeding and, on July 28, 2008, issued Decision No. 70441. In Decision No.
70441 , the Commission determined the rate of return on FVRB that was reasonable and
appropriate for Chaparral City, noting that there are many methods the Commission can use to
determine an appropriate FVROR, including adjusting the weighted average cost of capital
("WACC") to exclude the effect of inflation on the cost of equity, and that the FVROR adopted
there fell within the range of recommendations in that proceeding and reflected the
Commission's exercise of its expertise and discretion in the ratemaldng process.

My direct testimony in the instant rate case describes RUCO's derivation of the fair value return
on fair value rate base calculations in view of the Court of Appeals decision concerning
Chaparral and the Commission's Decision No. 70441 in the Chaparral remand case, as described
above. Attachment RCS-2, Schedule D, page 2, shows the derivation of four FVROR
calculations that were considered by RUCO, including:

Calculation 1 - Reduce Recommended OCRB-Based Return on Equity for Estimated
Inflation
Calculation 2 - Reduce Recommended OCRB-Based Overall Rate of Return for
Estimated Inflation
Calculation 3 - with Fair Value Rate Base Increment at Zero Cost
Calculation 4 - With Fair Value Rate Base Increment at 1.25 Percent

My Attachment RCS-2, Schedule A, page 2, in columns A through D, summarizes the resulting
revenue deficiencies that would be produced in the current UNSG rate case from each of those
FVROR figures, and in Column E shows RUCO's recommended FVROR of 5.38 percent.
RUCO's recommendation falls within the range of FVRORs developed using various calculation
methods, and is near, but not at the low end of that range. I believe that this information and
RUCO's recommended FVROR in the current UNSG rate case that was made after considering
these alternatives appropriately fulfills the requirement of the Arizona Constitution that the
Commission must base rates on a utility's fair value.

My Attachment RCS-2, Schedule A, page 1, Column D, shows the amount of base rate revenue
increase on FVRB of $841,000.

Recommended Base Rate Revenue Increase
On original cost rate base (OCRB) my calculations show a jurisdictional revenue deficiency of
$803,000 and $841,000 on FVRB, based on a FVROR of 5.38 percent. I recommend that UNSG
be authorized a base rate increase of no more than $841,000 on adjusted FVRB. That is an
average revenue increase of approximately 1.63 percent over adjusted test year revenue of
$51.674 million.

Adjusted Rate Base



Adj.
No. Description

Increase

(Decrease) Note

B-1 Construction Work in Progress/Post Test Year Plant $ (1,527,588)

B-2 Customer Advances $ (589,152
B-3 Prepayments $ (95,671)
B-4 Cash Working Capital $ a
B-5 Customer Deposits $ fa]
B-6 Accumulated Deferred Income Taxes s (196,256

Total of RUCO Adjustments $ (2,408,667)

UNS Proposed Rate Base (Original Cost) $ 182,293,106
RUCO Proposed Rate Base (Original Cost $ 179,884,439

Summa of Rate Base UNS Gas RUCO Difference

Original Cost Rate Base $ 182,293,106 $ 179,884,439 s (2,408,667)
RCND Rate Base $ 329,266,770 $ 325,871,264 $ (3,395,506)
Fair Value Rate Base $ 255,779,939 $ 252,877,851 $ (2,902,088)

Adj
No. Description

Pre-Tax Operating

Income or Expense

Adjustment

Net Operating

Income Adjustment

c-1 Gas RetailRevenue s 516,003 $ 316,836
C-2 Depreciation & Property Taxes for CWIP s 95,042 $ 58,358
C-3 Incentive Compensation 152,511$ $ 93,645
C-4 Stock-Based Compensation Expense s 266,399 $ 163,574
C-5 Supplemental Executive Retirement Plan Expense $ 101,021 $ 62,029
C-6 American Gas Association Dues $ 16,762 $ 10,292
C-7 Outside Services Legal Expense 217,674s $ 133,656
C-8 Fleet Fuel Expense $ 471,826 $ 289,711
C-9 Rate Case Expense s 158,333 $ 97,220

c-10 Interest Synchronization $ $ (30,215)
c-11 Property Tax Expense $ 230,913 $ 141,785
C-12 2010 Pay Increase $ 250,622 $ 153,887

Total of RUCO's Adjustments to Net Operating Income $ 2,477,106 $ 1,490,778
Company Proposed Net Operating Income $ $ 11,600,004
Rounding $ $

0 . eating Income per RUCOAdjusted Net $ 13,090,782

The fol lowing adjus tment s  to UNSG's  proposed or igina l  cos t  r a t e  base  should  be  made:

Summary of RUCO Adiustments to Rate Base

Ia] Schedule is a placeholder for a potential adjustment to be submitted in a later stage
tiling, such as surrebuttal

T h e  f o l l o w i n g  t a b l e  s u m m a r i z e s  U N S  G a s '  r e q u e s t e d  a n d  R U C O ' s  r e c o m m e n d  O C R B ,

recons t ruct ion cos t  new deprecia ted  (RCND) ra te  base  and FVRB,  and the  di ffe rences :

Adjusted Net Operating Income
The following adjustments to UNSG's proposed revenues, expenses and net operating income
should be made :

Summary of RUCO Adjustments to Net Operating Income



Direct Testimony of Ralph C. Smith
Docket No. G-04204A-08-0571
Page 1

1 1. INTRODUCTION

2 Q-

3

Please state your name, position and business address.

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

4 15728 Farrington Road, Livonia, Michigan 48154.

5

6 Q- Please describe Larldn & Associates.

Larldn & Associates is a Certified Public Accounting and Regulatory Consulting Finn.

The firm performs independent regulatory consulting primarily for public service/utility

commission staffs and consumer interest groups (public counsels, public advocates,

consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience

in the utility regulatory field as expert witnesses in over 400 regulatory proceedings

including numerous telephone, water and sewer, gas, and electric matters.

7

8

9

10

11

12

13

14 Q-

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A.

Mr. Smith, please summarize your educational background.

I received a Bachelor of Science degree in Business Administration (Accounting Major)

with distinction from the University of Michigan - Dearborn, in April 1979. I passed all

parts of the Certified Public Accountant ("C.P.A.") examination in my first sitting in 1979,

received my CPA license in 1981 , and received a certified financial planning certificate in

1983. I also have a Master of Science in Taxation from Walsh College, 1981, and a law

degree (J.D.) cum laude from Wayne State University, 1986. In addition, I have attended

a variety of continuing education courses in conjunction with maintaining my accountancy

license. I am a licensed C.P.A. and attorney in the State of Michigan. I am also a

Certified Financial PlannerTm professional and a Certified Rate of Return Analyst

("CRRA"). Since 1981, I have been a member of the Michigan Association of Certified

Public Accountants. I am also a member of the Michigan Bar Association and the Society

of Utility and Regulatory Financial Analysts ("SURFA"). I have also been a member of



Direct Testimony of Ralph C. Smith
Docket No. G-04204A-08-0571
Page 2

1 the American Bar Association (ABA), and the ABA sections on Public Utility Law and

2 Taxation.

3

4 Q-

5

6

Please summarize your professional experience.

Subsequent to graduation firm the University of Michigan, and after a short period of

installing a computerized accounting system

7

8

for  a  Southfield,  Michigan realty

management firm, I accepted a position as an auditor with the predecessor CPA firm to

Larkin & Associates in July, 1979. Before becoming involved in utility regulation where

9

10

the majority of my time for the past 29 years has been spent, I performed audit,

accounting, and tax work for a wide variety of businesses that were clients of the Finn.

11

12

13

14

15

During my service in the regulatory section of our firm, I have been involved in rate cases

and other regulatory matters concerning electric, gas, telephone, water, and sewer utility

companies. My present work consists primarily of analyzing rate case and regulatory

filings of public utility companies before various regulatory commissions, and, where

16 schedules relating to the issues for presentation

17

appropriate, preparing testimony and

before these regulatory agencies.

18

19 I have performed work in the Held of utility regulation on behalf of industry, state

20 attorneys general, consumer groups, municipalities, and public service commission staffs

21 concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona,

22 Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois,

23 Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey,

24 New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina,

25

A.

South Dakota, Texas, Utah, Vermont, Virginia, Washington, Washington D.C., West
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1 Virginia and Canada as well as the Federal Energy Regulatory Commission and various

2 state and federal courts of law.

3 Q.

4

Have you prepared an attachment summarizing your educational background and

regulatory experience?

Yes. Attachment RCS-1 provides details concerning my experience and qualifications.5

6

7 Q-

8 A.

On whose behalf are you appearing?

I am appearing on behalf of the Residential Utility Consumer Office ("RUCO").

9

10

11

Q,

12

13

14

15

16

17

Have you previously testified before the Arizona Corporation Commission?

Yes. I have previously testified before the Commission on a number of occasions. I

testified before the Commission in Docket No. E-01345A-06-0009, involving an

emergency rate increase request by Arizona Public Service Company ("APS" or

"Company"), and APS' Docket Nos. E-01345A-05-0816, E-01345A-05-0826 and E-

01345A-05-0827, concerning proceedings involving APS base rates and other matters. I

also testified before the Commission in the last UNS Gas, Inc. rate case, Docket Nos. G-

04204A-06-0463, G-04204A-06-0013 and G-04204A-05-0831, and in the last UNS

Electric, Inc. rate case Docket No. E-04204A-06-0783, as well as the last Southwest Gas

Corporation rate case, G-0155lA-07-0504.

18

19

20

21 Q- What is the purpose of the testimony you are presenting?

22

23

24

A.

A.

A. The purpose of my testimony is to address the rate base, adjusted net operating income

and revenue requirement proposed by UNS Gas, Inc. ("UNSG", "UNS Gas," or

"Company").
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1

2

Q-

A.

3

Have you prepared any exhibits to be filed with your testimony?

Yes. Attachments RCS-2 through RCS-6 contain the results of my analysis and copies of

selected documents that are referenced in my testimony, respectively.

4

5

6

II.

Q-

REVENUE REQUIREMENT

What issues are addressed in your testimony?

My testimony addresses the Company's proposed revenue requirement and selected other

issues.

7

8

9

10 Q~

11 A.

12

13

14

What revenue increase has been requested by UNSG?

UNSG is requesting an increase in base rate revenues of $9.480 million, or approximately

6.1% percent, based on adjusted gas retail revenues at current rates of $5l.l58 million.

The revenue amount is from Company Schedule C-1 in UNSG's filing and is also shown

on RUCO Schedule C on Attachment RCS-2.

15

16

17

18

19

Q- What revenue increase does RUCO recommend?

RUCO recommends a revenue increase of no more than $841,000 on adjusted fair value

rate base. As shown on Schedule A, on original cost rate base (OCRB) my calculations

show a jurisdictional revenue deficiency of $803,000.

20

21

22

23

A.

Q-

A. RUCO%

24

Test Year

What test year is being used in this case?

UNSG's filing is based on the historic test year ended June 30, 2008.

calculations use the same historic test year.

25

26

A.

A.

Q. Could you please discuss the test year concept?
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1

2

3

4

5

6

Yes. In Arizona, a historic test year approach is used. Various adjustments are made to

the historic test year amounts to ensure that there is a matching of investment, revenues

and expenses. Rate base items, such as plant in service and accumulated depreciation, are

based on the actual level as of the end of the historic test year. Several ratebase items that

tend to fluctuate from month to month, such as materials and supplies and prepayments,

are based on a test year average level. Since end of test year net plant in service is used,

revenues are annualized based on end of test year customer levels. Additionally, certain

expenses, such as depreciation and payroll costs, are annualized based on end of test year

levels. This is to ensure that the going-forward revenue and expense levels are matched

with the investment (net plant-in-service) used to serve those customers.

7

8

9

10

11

12

13

14

As time goes forward, changes in the Company's cost structure will occur. For example,

rate base will increase as new plant is added to serve new customers, revenue will increase

as customers are added, expenses will fluctuate, etc. It is very important to be consistent

with a test period approach to ensure that there is a consistent matching between

investment, revenues and costs. Any adjustments that reach beyond the end of the historic

test year must be very carefully considered before being adopted.

15

16

17

18

19

20

B.

Q-

21

22

23

24

25

26

A.

A.

Summary of Company Proposed and RUCO Adjusted Revenue Requirement

What did your review of UNSG's filing indicate?

As shown on Attachment RCS-2, Schedule A, column C, based on the weighted cost of

capital recommended by RUCO witness William Rigsby for application to OCRB, and the

adjustments to UNSG's rate base and net operating income recommended by myself, I

have calculated a jurisdictional base rate revenue requirement deficiency on OCRB of

$803,000. As also shown on Schedule A, page 1, column D, I have calculated a

recommended base rate increase of $841,000 using a fair value rate of return (FVROR) of
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1

2

5.38. UNSG should receive a base rate increase of no more than $841,000 in this case.

This represents an overall increase of approximately 1.63 percent.

3

4

5

c.

Q-

A.6

7

8

9

10

Organization AfR UCO Accounting Sen edules

How are RUCO's accounting schedules organized?

RUCO's accounting schedules are presented in Attachment RCS-2. They are organized

into summary schedules and adjustment schedules. The summary schedules consist of

Schedules A, A~l, B, B.l, C, C.l and D. Attachment RCS-2 also contains rate base

adjustment Schedules B-1 through B-61 and net operating income adjushnent Schedules

C-1 through C-12.

11

12

13

Q-

14

15

16

17

18

19

20

21

22

23

24

What is shown on Schedule A of Attachment RCS-2?

Attachment RCS-2 presents the RUCO Accounting Schedules and revenue requirement

determination. Schedule A presents the overall financial summary, giving effect to all the

adjustments I am recommending in my testimony. This schedule presents the change in

the Company's gross revenue requirement needed for the Company to have the

opportunity to earn RUCO's recommended rate of return on RUCO's proposed Original

Cost and Fair Value rate bases. The rate base and operating income amounts are taken

from Schedules B and C, respectively. The overall rate of return on original cost rate base

of 7.55 percent, as presented in the refiled testimony of RUCO witness Rigsby, is

provided on Schedule D for convenience, as are the derivation of RUCO's recommended

fair value rate of return.

Columns A and B of Schedule A replicate UNSG's proposed calculations of the

revenue deficiency. Columns C and D of Schedule A presents RUCO's determination of

A.

1 Currently, RUCO Adjuswents B-4 and B-5 are placeholders, i.e., schedules reserved for an adjustment to be
calculated at a later stage of proceeding, if necessary
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1

2

3

4

5

6

the base rate revenue deficiency on OCRB and FVRB. Column C reflects Mr. Rigsby's

recommended overall weighted cost of capital for OCRB. Column D uses RUCO's

proposed fair value rate of return, which is explained in my testimony.

The operating income deficiency shown on line 5 of Schedule A is obtained by

subtracting the operating income available on line 4 (operating income as adjusted) from

the required operating income on line 3. Line 7 represents the gross revenue requirement,

which is obtained by multiplying the income deficiency by the gross revenue conversion

factor (GRCF). The derivation of the GRCF is shown on Schedule A-1 .

7

8

9

10 Q.

11

12

13

14

15

What is shown on page 2 of Schedule A?

Page 2 of Schedule A shows information concerning the potential impacts on UNSG's

revenue deficiency in the current rate case that was considered by RUCO in developing

the recommended FVROR recommendation. Similar to information presented by RUCO

and Staff to the Commission in a recent remand proceeding, Docket No. W-021 l 3A-04-

0616, concerning Chaparral city Water Company, and in some other recent rate cases, I

have also presented on Schedule A, page 2, in columns A through D various potential

ways of determining a FVROR for UNSG, including:

• Calculation 1

Estimated Inflation

Reduce Recommended OCRB-Based Return on Equity for

16

17

18

19

20

21

22

23

24

• Calculation 2 - Reduce Recommended OCRB-Based Overall Rate of Return for

Estimated Inflation

Calculation 3 - With Fair Value Rate Base Increment at Zero Cost

Calculation 4 - With Fair Value Rate Base Increment at 1.25%

25

26

A.

The details for each FVROR calculation are shown on Schedule D, page 2

On Schedule A, page 2, in column E, I also present RUCO's ultimate

recommendation of the FVROR and the resulting base rate revenue deficiency. RUCO's
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1

2

3

4

5

recommendation falls within the range of FVRORs developed using various calculation

methods, and is near, but not at the low end of that range. I believe that this information

and RUCO's recommended FVROR in the current UNSG rate case that was made after

considering these alternatives appropriately fulfills the requirement of the Arizona

Constitution that the Commission must base rates on a utility's fair value.

6

Q- What is shown on Schedule A-1?7

8

9

10

A. Schedule A-1 shows the derivation of the GRCF. The GRCF is used to convert the net

operating income deficiency into a revenue deficiency amount.

11 Q-

12

13

14

How does the GRCF recommended by RUCO compare with the GRCF contained in

UNSG's filing?

As shown on Schedule A-1, RUCO recommends a GRCF of 1.636582. Other than

carrying out two extra decimal places for slightly improved accuracy, this is essentially

the same as the GRCF of 1.6366 used in UNSG's filing.15

16

Q- What is shown on Schedule B?17

18

19

A.

20

21

22

23

24

25

A.

Schedule B presents UNSG's proposed adjusted test year Original Cost and Fair Value

rate base and RUCO's proposed adjusted test year Original Cost and Fair Value rate base.

The beginning rate base amounts presented on Schedule B are taken from the Company's

filing for the test year, specifically UNSG Schedule B-l. RUCO's recommended

adjustments to rate base are summarized on Schedule B.l. Shave prepared a Schedule B.1

for adjustments to UNSG's proposed original cost rate base. Because there is only one

adjustment that differs between OCRB and Reconstruction Cost New Depreciated

(RCND) rate base, I have only prepared one Schedule B.1, which shows OCRB amounts.
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1

2

3

4

I address the difference in the OCRB and RCND amount used by the Company for

CWIP/post test year plant in a subsequent section of my testimony.

Schedules B-1 through B-6 provide further support and calculations for the rate

base adjustments RUCO is recommending.

5

6 Q. How was the fair value basis of rate base determined?

As shown on Attachment RCS-2, Schedule B, the fair value rate base was detennined by

averaging Original Cost and Reconstruction Cost New Depreciated (RCND) rate base

information. For purposes of this presentation, I have used the Company's OCRB and

RCND information as the starting point for RUCO's derivation of the fair value late base.

7

8

9

10

11

Q.12

13

14

A.

What is shown on Schedule C?

The starting point on Schedule C is UNSG's adjusted test year net operating income, as

provided on Company Schedule C-1. RUCO's recommended adjustments to UNSG's

adjusted test year revenues and expenses are summarized on Schedule C.l. Each of the

adjustments are discussed in my testimony.

Schedules C-1 through C-12 provide further support and calculations for the net

operating income adjustments RUCO is recommending.

15

16

17

18

19

20

21

Q- What is shown on Schedule D?

22

23

24

25

Schedule D, page 1, summarizes the capital structure and cost of capital that was proposed

by UNSG and the capital structure and cost of capital that is recommended by RUCO

witness Rigsby. As noted above, Schedule D, page 2, also presents four alternative

calculations of a FVROR that were considered by RUCO in developing RUCO's

recommended FVROR for use with the RUCO's adjusted fair value rate base.

26

A.

A.
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1 Q.

2

3

4

5

6

What is shown on Schedule D, page 1, lines 7-10?

On its Schedule D-1, UNSG purported to be requesting a return on equity ("ROE") of 11 .0

percent, and an overall rate of return of 8.75 percent. However, on its Schedule A-l, line

7, UNSG has applied an overall rate of return of 9.54 percent to its proposed OCRB. On

Schedule D, I have shown a calculation based on the capital structure UNSG used for

developing its recommended rate of return of 9.54 percent on OCRB. This calculation

shows that the equivalent return on equity ("ROE") implicit in UNSG's request for 9.54

percent on OCRB is an ROE of 12.58 percent, as summarized below:

7

8

9

10

Cost
Rate

6.49%
12.58%11

Capital Source
Long-Term Debt
Common Stock Equity
Overall Cost of Capital

UNS Gas Proposed to Show Equivalent Requested ROE
Capitalization

Percent
50.01%
49.99%

100.00%

Weighted Avg.
Cost of Capital

3.25%
6.29%
9.54%

12

13

14 D.

Q-15

16

17

18

19

A.

20

21

Return on Fair Value Rate Base

Has the Commission's traditional calculation of return on fair value rate base been

called into question by a recent Court of Appeals decision?

Yes. The Commission's traditional calculation of return on fair value rate base calculation

has been called into question by a recent Arizona Court of Appeals ruling involving

Chaparral City Water Company. In that ruling, the Arizona Court of Appeals found that

Staff's determination of operating income in that case had ignored fair value rate base, and

that the Commission must use fair value rate base to set rates per the Arizona Constitution.

22

23 Q-

24

25

26

A.

A.

What guidance for calculating the return on fair value rate base does that Court of

Appeals decision provide?

First, the Court of Appeals specifically stated that the Commission was notbound to apply

an authorized rate of return that was developed for use with an original cost rate base,
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1

2

3

4

5

6

without adjustment, to the fair value rate base. Page 9 of the Court of Appeals decision

stated that: "Chaparral City asks that the Commission be directed to apply the

'authorized rate of return' to the fair value rate base rather than to the OCRB, as Chaparral

City contends was done here." At page 13, paragraph 17, the Court of Appeals decision

stated as follows: "The Commission asserts that it was not bound to use the weighted

average cost of capital as the rate of return to be applied to the FVRB. The Commission is

correct." Thus, the Court of Appeals clearly stated that the Commission is not bound to

apply to the FVRB the same weighted average cost of capital that was developed for

application to the OCRB.

7

8

9

10

11

12

13

14

15

16

At pages 13-14, paragraph 17, the Court of Appeals decision stated that: "... the

Commission cannot ignore its constitutional obligation to base rates on a utility's fair

value. The Commission cannot determine rates based on the original cost, or OCRB, and

then engage in a superfluous mathematical exercise to identify the equivalent FVRB rate

of return. Such a method is inconsistent with Arizona law." At page 13, the decision

states: "If the Commission detennines that the cost of capital analysis is not the

appropriate methodology to determine the rate of return to be applied to the FVRB, the

Commission has the discretion to determine the appropriate methodology."

17

18

19

20 Q,

21

22

Was a remand proceeding established by the Commission to address the calculation

of the return on fair value rate base, i.e., to address the ruling in the Court of

Appeals decision?

23

24

25

26

A. Yes. The Commission reopened Docket No. W-02113A-04-0616 to address such issues

in a Chaparral City remand proceeding and, on July 28, 2008, issued Decision No. 70441 .

In Decision No. 70441, the Commission determined the rate of return on FVRB that was

reasonable and appropriate for Chaparral City, noting that there are many methods the
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1

2

3

4

Commission can use to determine an appropriate FVROR, including adjusting the

weighted average cost of capital ("WACC") to exclude the effect of inflation on the cost

of equity, and that the adopted FVROR fell within the range of recommendations in that

proceeding and reflected the Commission's exercise of its expertise and discretion in the

raternaking process.z5

6

7

8

Q-

9

10

11

12

13

14

15

16

17

18

19

20

How has RUCO addressed the ruling in the Court of Appeals decision for purposes

of the current UNSG rate case?

In view of the Court of Appeals decision in the Chaparral City case,  RUCO has

appropriately adjusted the weighted cost of capital to derive a FVROR to apply to the

utility's FVRB. My direct testimony in the instant rate case describes RUCO's derivation

of the fair value return on fair value rate base calculations in view of the Court of Appeals

decision concerning Chaparral and the Commission's Decision No. 70441 in the Chaparral

remand case, as described above.3 My Attachment RCS-2, Schedule D, page 2, shows the

derivation of four FVROR calculations that were considered by RUCO. My Attachment

RCS-2, Schedule A, page 2, in columns A through D, summarizes the resulting revenue

deficiencies that would be produced in the current UNSG rate case from each of those

FVROR figures. Schedule A, page 2, Column E shows RUCO's recommended FVROR

and the resulting revenue deficiency. This FVROR recommendation was also applied to

the FVRB on Schedule A, page 1, column D.

21

22 111. RATE BASE

23 Q-

24

Have you prepared a schedule that summarizes RUCO's proposed adjustments to

rate base?

A.

2 See, e.g., Decision No. 70441 at page 41, Finding of Fact Nos. 16 and 17.
3 See, e.g., the preceding discussion, including the description of the calculations shown on Schedule A, page 2, at
pages 7-8 of this testimony.
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1

2

3

4

Yes. As noted above, the adjusted rate base is shown on Schedule B and the adjustments

to UNSG's proposed rate base are shown on Schedule B.1. A comparison of the

Colnpany's proposed rate base and RUCO's recommended rate base on an Original Cost

and Fair Value basis is presented below:

5

6

7

8

9

10 Q-

11

ADJUSTMENTS TO ORIGNAL COSTRATE BASE

Please discuss RUCO's adjustments to UNSG's proposed original cost rate base.

RUCO has made five adjustments to UNSG's proposed original cost rate base. These

have been designated as RUCO Adjustments B-1 through B-6. Each adjustment is

discussed below.

12

13

14

15

16

Construction Work in Progress/Post Test Year Plant

Please explain the adjustment shown on Schedule B-1 .

17 UNS Gas has proposed to include $1 .528 million of Post TestYear Non-Revenue

18 Producing Plant in Service (i.e., Construction Work in Progress ("CWIP")) in rate base.

19 RUCO adjustment B-1 removes that amount of CWIP from rate base.

Z0

21 Q- Please discuss UNS Gas' reason for requesting the inclusion of CWIP in rate base.

22 As described in the testimony of UNS Gas witness Dallas Dukes, the inclusion of post test

23 year non-revenue producing plant in rate base will help the Company begin recovering its

24 investment and an opportunity at earning a reasonable return in a more equitable time

25

A.

A.

A.

A.

frame.
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1

2 Q. Is inclusion of CWIP in rate base up to the discretion of the Commission?

3 Yes, it is. RUCO's understanding is, in specific instances, the Commission has allowed a

4 utility to include CWIP in rate base, but the Commission's general practice has been to not

5 allow CWIP to be included in rate base. As such, the Commission denied the Company's

6 request for CWIP in rate base in its last rate case.4

7

8 Q- Does RUCO agree with the proposal of UNS Gas to include CWIP in rate base in the

9 current case?

10 No. In general, RUC() does not favor inclusion of CWIP in rate base unless the utility

11 demonstrates compelling reasons to justify this exceptional ratemaking treatment. For a

12 number of reasons, including the following, RUCO does not support UNS Gas' request for

13 rate base inclusion of CWIP/post test year plant in the current case:

14

15 1) Inclusion of CWIP in rate base is an exception to the Colnmission's normal

16 practice, and UNS Gas has not met its burden of proof showing why it requires such

17 an exceptional ratemaking treatment.

18 2) The CWIP was not in service at the end of the test year. As of June 30, 2008, the

19 construction projects were not serving customers.

20 3) The Company has not demonstrated that its June 30, 2008 CWIP balance was for

21 non-revenue producing and non-expense reducing plant. Much of the construction

A.

4 Decision No. 70011, Docket No. G-042044-06-0463

A.
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1 appears to be for mains and services which can be related to serving customer growth,

2 and/or can reduce expenses for maintenance.

3 4) Revenues have not been extended beyond the test year to correspond with customer

4 growth. Hence, including the investment in rate base, without recognizing the

5 incremental revenue it supports, would be imbalanced.

6

7 Q- Please elaborate on how including CWIP in rate base is an exceptional ratemaking

8 treatment and why the circumstances in this case do not warrant such treatment.

9 A. CVVIP, as the title designates, is not plant that is completed and providing service to

10 ratepayers during the test year. During the test year, it was not used or useful in delivering

11 gas service to the Company's customers. The ratemaking process is predicated on an

12 examination of the operations of a utility to insure that the assets upon which ratepayers

13 are required to provide the utility with a rate of return are prudently incurred and are both

14 used and useful in providing services on a current basis. Facilities in the process of being

15 built are not used or useful. The ratemaking process therefore excludes CWIP from rate

16 base until such projects are completed and providing service to ratepayers in the context of

17 a test year that is being used for determining the utility's revenue requirement. In the

18 current UNS Gas rate case, the test year is June 30, 2008, and the construction projects the

19 Company seeks to include in rate base were not providing service during that period. As a

20 general ratemaking principle, such CWIP should be excluded from rate base.

21

22 Furthermore, some of the facilities that are being constructed and are included in CWIP

23 will be used subsequent to the test year ended June 30, 2008 to serve additional customers.
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1 It would not be appropriate to include the investment that will serve those new customers

2 without also including the revenues that would be received from those customers. In other

3 words, allowance of CWIP in rate base would result in a mismatch in the ratemaking

4 process.

5

6 Additionally, some of the plant being added, such as main replacements, could result in a

7 reduction in maintenance expenditures which would not be reflected in the test year. The

8 inclusion of CWIP in rate base, therefore, creates an imbalance in the relationships

9 between rate base serving customers and the revenues being provided to the utility from

10 customers who were taking service during the test year. Consequently, CWIP should not

11 be allowed in rate base unless there are very compelling circumstances which would

12 warrant an exception to the general rules . In the current case, UNS Gas has not

13 demonstrated convincingly that it requires an exception to the Commission's standard

14 ratemaking treatment of excluding CWIP from rate base. It is not appropriate to include

15 the CWIP in rate base, particularly as the projects may result in additional revenues or cost

16 savings which have not been reflected in the test year ended June 30, 2008.

17

18 Q. How does UNS Gas accrue a return on construction projects?

19 UNS Gas accrues a return, representing its financing costs during the construction period,

20 called Allowance for Funds Used During Construction (AFUDC). This AFUDC return

21 accounts for the utility's financing cost during the construction period. Then, when the

A.

5 RUCO is aware of only one instance in which the Commission has allowed CWIP in rate base. That occurred in the
early l980s when the Commission considered the costs associated with the Palo Verde Nuclear Plant. Because the
up~front costs were so great, the Commission allowed CWIP in rate base in order for the plant to be built.
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1 plant is placed into service, the AFUDC becomes part of the cost of the plant and is

2 depreciated.

3

4 Q- How does plant that is placed into service between rate case test years typically get

5 reflected in the regulatory process?

6 If the plant is used to serve new customers, the utility receives revenue from those

7 customers. If the plant helps the utility reduce expenses, such as maintenance, the utility

8 benefits from such cost reductions during the intervening period. Once the plant is

9 recognized in rate base in a test year, and rates are reset, the utility earns a cash return on

.10 the plant investment, less accumulated depreciation. The related revenues and expense

11 impacts, including known and measurable expense reductions enabled by the plant, are

12 then also recognized in the ratemaking process.

13

14 Q. Did the Commission address this issue in UNS Gas' last rate case?

15 A. Yes. The Commission's decision in Decision No. 7001] addressed the issue of post-test

16 year plant at pages 7-8, and reached the following conclusion:

17
18
19
20

21
22
23

24
25

26
27
28
29

30

A.

We agree with Staff that post-test-year plant should not be included in rate base for
the same reasons stated above with respect to the Company's request for CWIP.
Although the Commission has allowed post-test-year plant in several prior cases
involving water companies, it appears that the issue was developed on the record
in those proceedings in a manner that afforded assurance that a mismatch of
revenues did not occur. For example, in Decision No. 66849 (March 19, 2004), we
stated that "we do not believe that adoption of this method would result in a
mismatch because the post-test-year plant additions are revenue neutral (i.e., not
funded by CIAC or AIAC)" (ld. at 5). In the instant case, however, the Company's
request appears to be simply a fallback to its CWIP position, and there is no
development of the record to support inclusion of the post-test-year plant. The
entirety of UNS's argument consists of two questions in Mr. Grant's direct
testimony, which essentially provided that: the Commission has approved post-
test-year plant in some prior cases, UNS is experiencing a high customer growth
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1
2
3
4
5
6
7

rate, and therefore the Company is entitled to inclusion of post-test-year plant if
the Commission denies CWIP (Ex. A-27 at 28-29). Even if we were inclined to
recognize post-test-year plant in this case, there is not a sufficient basis upon
which to evaluate the reasonableness of the request (i.e., whether a mismatch
would exist). We therefore deny the Company's proposal on this issue.

8 Q- Please summarize your adjustment to rate base for CWIP/Post Test Year Plant.

9 A. As shown on Schedule B-1, UNS Gas' proposed rate base is reduced by $1 .528 million to

10 remove the CWIP/ Post Test Year Plant.

11

12 Q- Does your adjustment to remove CWIP from rate base affect UNS Gas' expenses?

13

14

Yes. UNS Gas has proposed to treat CWIP at the end of the test year as if it were plant in

service. Consistent with that, UNS Gas has included depreciation and property tax

expense associated with CWIP in the test year. Consistent with RUCO's recommendation

that CWIP not be included in rate base, RUCO adjustment C-2, which is described in a

subsequent section of my testimony, removes the related UNS Gas adjustments for

depreciation and property tax expense.

B-2

15

16

17

18

19

20

21

22

Q-

Customer Advances for Construction

Please explain RUCO Adjustment B-2.

This adjustment decreases rate base by $589,152 to reflect the fill] end-of-test-year

balance for Customer Advances.23

24

25 Q-

26

Why has UNSG sought to remove $589,152 from Customer Advances?

Mr. Dukes' direct testimony at page 12 claims that this amount of Customer Advances

relates to projects that are not in rate base as of the end of the test year.27

28

A.

A.

A.
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1 Q-

2 A.

3

4

Was a similar claim made by UNSG in its last rate case?

Yes. As one of UNSG's supporting arguments for its attempt to include CWIP in rate

base, UNSG had also attempted to have a portion of Customer Advances excluded from

the detennination of rate base, using similar arguments from the prior case.

5

6 Q- Did the Commission make that UNSG-proposed adjustment in UNSG's last rate

7

8

9

case?

No. In UNSG's last rate case, the Commission appropriately deducted the full amount of

Customer Advances from rate base. This issue is addressed in Decision No. 70011 at

pages 8-10, and the Commission reached the following conclusion:

We agree with Staff and RUCO that advances represent customer-supplied funds
that are properly deducted from the Company's rate base. Indeed, the
Commission's own rules contemplate that such a deduction is required, as Staff
witness Smith testified. Had UNS not requested the inclusion of CVVIP in rate
base, a ratemaking treatment that is only afforded under extraordinary
circumstances (and apparently has not occurred for more than 20 years), there
would presumably not have been an issue raised by the Company with respect to
an alleged "mismatch" between exclusion of CWIP and deducting advances from
rate base. The Company's attempt to frame this issue as one in which it is being
treated in a discriminatory manner is unpersuasive.

10

11
12
13

14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30

As we have stated in prior cases, regulated utility companies control the timing of
their rate case filings and should not be heard to complain when their chosen test
periods do not coincide with the completion of plant that may be considered used
and useful and therefore properly included in rate base. We believe our
conclusions regarding UNS's CWIP-related proposals are entirely consistent with
the treatment that has been afforded to other utility companies regulated by the
Commission and provide a result that is fair to both the Company and its
customers.

31

32 Q-

33

Do you agree with UNSG's claim that some Customer Advances should be excluded

in the determination of rate base?

34

35

A.

A. No. Because Customer Advances represent non-investor supplied capital, they should be

reflected as a deduction to rate base. Additionally, research conducted in the context of
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1

2

3

4

UNSG's last rate case did not reveal any instance in which CWIP for a major utility was

excluded from rate base and customer advances were not also reflected as a deduction to

rate base. Additionally, the Commission's rules at A.A.C. R14-2-103, Appendix B,

Schedule B-1 , require companies to reflect Advances as a deduction from rate base.

5

6 Q-

A.

Please summarize your adjustment to rate base for Customer Advances.

The rate base deduction for Customer Advances should reflect the full end-of-test year

amount. For the reasons described above, the adjustment proposed by UNSG should be

rejected. Customer Advances proposed by UNSG should be increased by $589,152 and

rate base reduced by this amount.

Prepayments

What adjustment has the Company made to rate base for Prepayments?

As shown on UNS Gas Schedule B-5, page 2 of 3, the Company has proposed to increase

rate base by $95,671 for the use of a 13-month average for Prepayments, rather than using

the end-of-test year balance.6

Q- Do you agree with that Company-proposed adjustment?

7

8

9

10

13

14

15

16

17

18

19

20

21

22

23

A.

24

No. While the use of an average balance can be appropriate for ratemaking purposes,

virtually all of the other rate base balances in this case, including those for Plant in

Service, Accumulated Depreciation, Customer Advances, Customer Deposits, etc., are

year-end balances. Unless there is a compelling reason to deviate from consistent use of

year-end balances, which I do not believe there is for Prepayments, year-end balances

should be used for consistency. The Company's proposed adjustment to Prepayments is

A.

6 UNS Gas also proposes a similar adjustment for Materials and Supplies, but that adjustment is only $728 on a M&S
balance of over $2 million and is therefore being ignored on the basis of immateriality.
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1

2

inconsistent with the majority of the other rate base components, which are based on end-

of-test-year balances, is basically unnecessary and should be rejected.

3

4 B-4

5 Q-

6

Cash Working Capital

Have you reviewed the Company's request for a cash working capital allowance?

Yes. The Company has proposed a cash working capital allowance of approximately

$1,568, i.e., under $1,600.7

8

9

10

11

12

13

Q.

14

What is cash worldng capital?

Cash working capital is the cash needed by the Company to cover its day-to-day

operations. If the Company's cash expenditures, on an aggregate basis, precede the cash

recovery of expenses, investors must provide cash working capital. In that situation a

positive cash working capital requirement exists. On the other hand, if revenues are

typically received prior to when expenditures are made, on average, then ratepayers

provide the cash working capital to the utility, and the negative cash working capital

allowance is reflected as a reduction to rate base. In this case, the cash working capital

requirement is a reduction to rate base as ratepayers are essentially supplying these l"unds.

Q-

15

16

17

18

19

20

21

A.

22

23

24

Does UNSG have a positive or negative cash worldng capital requirement?

Based on its calculations, UNSG has a slight positive cash working capital requirement of

under $1,600. In other words, ratepayers are essentially supplying the funds used for the

day-to-day operations of the Company approximately at the same time UNS Gas is paying

for the cash expenditures. On average, revenues from ratepayers are received virtually on

the same day as when the utility pays the associated expenditures.

25

A.

A.



Direct Testimony of Ralph C. Smith
Docket No. G-04204A-08-0571
Page 22

1 Q-

2

Did UNSG present a lead/lag study in support of its cash working capital

requirement?

3

4

5

Yes, UNSG performed a lead/lag study to calculate the cash working capital requirement

in this case. The Company also provided its lead/lag study calculations with the work

papers provided in the case.

6

Q- Has UNSG made any revisions to the cash worldng capital calculation included in its

filing?

7

8

9

10

No, none of which I am aware.

11 Q-

12 A.

13

14

15

16

Are you recommending any revisions to UNSG's cash worldng capital request?

Not at this time. However, in a later filing, such as in surrebuttal, I would propose to

update UNSG's cash working capital allowance to reflect the impact of RUCO's

adjustments to operating expenses and revenue based taxes, and to synchronize the

calculation of cash working capital with RUCO's recommended revenue increase.7 I have

reserved Schedule B-4 for a cash working capital update.

17

18

19

20 A.

21

22

23

Customer Deposits

Are you proposing an adjustment for Customer Deposits at this time?

No. Customer Deposits, an offset to rate base, also have fluctuated from month to month,

as shown in UNSG's response to Staff data request TF 6-28. The test year average for

Customer Deposits would be approximately $3.034 million, versus the June 30, 2008

balance of only $2.609 million used by UNSG8. If Customer Deposits were also to be

A.

A.

7 Such synchronization has not yet been reflected at this time, but would be incorporated in RUCO's surrebuttal
filing.
s The September 2007 amount for customer deposits was missing from UNSG's response to Staff data request TF
6.28(c).
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1

2

3

4

5

6

calculated using a test year average, rather than using the year-end balance, an adjustment

for this would decrease rate base by approximately $425,000.

I am recommending that a year-end balance be used for Customer Deposits.

UNSG's filing reflected the use of a year-end balance. However, if other rate base

components, such as Prepayments, are going to be adjusted using a 13-month average,

then, for consistency with such an adjustment, Customer Deposits, which have also

fluctuated during the test year, should also be reflected in rate base on a 13-month average

basis.

7

8

9

10

11

12

13

14

•

•

Accumulated Deferred Income Taxes

Please explain the adjustment to Accumulated Deferred Income Taxes ("ADIT") that

were included in rate base by UNSG for Accounts 190 and 283.

This adjustment is shown on Schedule B-6. The following items reflected in Accounts

190 and 283 are removed:

Dividend Equivalents

Restricted Stock

Restricted Stock - Directors•

15

16

17

18

19

20

Stock Options

Vacation

Pension

21

22

23

24

25

26

A.

Each of these items has no corresponding liability that is offsetting rate base. The removal

of these items decreases rate base by $423,669. ADIT for a particular item is generally

included in rate base as an offset to the related item generating the deferred taxes that is

included in rate base, and is excluded if the related item is excluded from rate base. The

ADIT components for which there is no corresponding asset or liability should be

removed from rate base. Additionally, consistent with my use of the full test-year-end
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balance of Customer Advances in rate base, I have reversed UNSG's adjustment that had

decreased the ADIT balance in Account 190 by $227,413. That reversal increases rate

base by the $227,413 of ADIT related to the Customer Advances. The net adjustment to

ADIT shown on Schedule B-6 decreases rate base by $196,256.

Q,

RECONSTRUCTION COST NEWDEPRECIA TED RATE BASE

Please describe RUCO's adjustments to RCND rate base.

For the most part, RUCO's adjustments to UNSG's proposed RCND rate base are the

same amounts as RUCO's adjustments to OCRB. On its Schedule B-3, page 2, however,

UNSG used an amount of $2.514 million for its adjustment for CWIP/post-test year plant,

versus the $1.528 million for this adjustment shown on UNSG's Schedule B-2, page 2.

Consequently, I have removed the $2.514 million from RCND rate base, as shown on

Schedule B.

Q- Do you have any other comments about the significant difference between the OCRB

and RCND adjustment amounts used by UNSG for this item?

Yes. UNS Gas has not justified how the RCND amount for this item would be so much

higher than the OCRB amount. This is essentially for end-of-test year CWIP that UNSG

wants to treat as plant in service, so presumably the OCRB and RCND amounts should be

the same.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

IV.

Q-

ADJUSTMENTS TO OPERATING INCOME

Please describe how you have summarized RUCO's proposed adjustments to

operating income.

A.

A.

A. Schedule C summarizes RUCO's recommended net operating income. Schedule C.1

presents RUCO's recommended adjustments to Arizona test year revenues and expenses.
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1

2

3

4

The impact on state and federal income taxes associated with each of the recommended

adjustments to operating income are also reflected on Schedule C.l. UNSG's proposed

adjusted test year net operating income is $11,600 million, whereas RUCO's

recommended adjusted net operating income is 3313.091 million. The recommended

adjustments to operating income are discussed below in the same order as they appear on

Schedule C.l.

5

6

7

8

9

10

C-1

Q-

A.

Revenue Annualization

Please explain RUCO Adjustment C-1.

This adjustment reverses the Company's proposed customer annualization adjustment,

which haddecreasedtest year revenue by approximately $516,000.11

12

13

14

Q-

15

16

17

18

19

How is a customer annualization typically used in a utility rate case?

Where a utility is growing and having to add plant during a test year to serve additional

customers, a revenue annualization adjustment is typically employed in order to capture

the impact on revenue from customer growth that has occurred and to better match the

revenue with the test year plant that has been added to serve the new customers. The

revenue growth that relates to the addition of customers is captured in an adjustment to

increase revenue that is related to the increased plant that has been added to serve

additional customers during the test year.20

21

22 Q- How has the customer annualization been applied by UNS Gas in the current rate

23

24

25

26

A.

A.

case?

While the Company employed an annualization method similar to the one that was used in

its last rate case, the rote application of such method in the current case is decreasing test

year revenues. Moreover, the decrease in revenue produced by the Company's calculation



Period

Average
Number of
Residential
Customers Change

2004 118,967

2005 124,452 5,484

2006 129,054 4,602
2007 131,788 2,734

TYE 6/2008 132,347 559

Avg 7/08 .. 3/09 132,601 254
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1

2

appears to be related to customer seasonality rather than a pennanent decline in customer

count during the test year, and therefore should not be adopted because it would understate

test year and going-forward revenues.3

4

Q.5

6 A.

7

8

9

10

11

12

13

14

Hasn't UNS Gas experienced customer growth?

Yes, it has. Year after year, UNSG's number of average customers has been increasing.

This holds the for the test year as well. Consequently, because customer counts year-

over-year have been increasing for the past several years including the test year, test year

revenues should not be decreased based on the misapplication of an annualization

adjustment. In other words, while the application of an annualization adjustment may

have made sense and been appropriate in UNSG's last rate case to account for customer

growth that had occurred during that test year which ended December 31, 2005, rote

application of such a method in the current case produces results that do not make sense

because it essentially assumes that UNSG is losing residential and commercial customers,

when clearly that is NOT the case.15

16

17 Q.

18 A.

19

What year-over-year increases has UNS Gas experienced for residential customers?

The year-over-year increases UNS Gas has experienced for residential customers are

summarized in the following table :

20

Z1



Period

Average
Number of
Residential
Customers Change

12 Months Ended:

6/30/2005 121,703
6/30/2006 126,852 5,149
6/30/2007 130,763 3,911

TYE 6/2008 132,347 1,585

Period

Average
Number of
Commercial
Customers Change

2004 10,654
2005 10,883 229
2006 11,158 275
2007 11,387 229

TYE 6/2008 11,446 60
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1

2

3

4

E a ch  ye a r ,  UNS  Ga s  h a s  ga i n e d  r e s i d e n t i a l  cu s t ome r s .  M or e ove r ,  e ve n  i f  on e  l ook s  a t

comparabl e  pe r iods  ending i n  June  30  t hrough the  cur ren t  t e s t  yea r  ended  June  30 ,  2008 ,

U N S  G a s  h a s  ga i n e d  r e s i d e n t i a l  cu s t om e r s  i n  e a ch  ye a r . In for ma t i on  comp a r i n g t h e

n u mb e r  of  U N S  G a s '  a ve r a ge  r e s i d e n t i a l  cu s t ome r s  for  1 2 -mon t h  p e r i od s  e n d i n g  w i t h

June 30 i s  summarized in  the  fol lowing table :5

6

7

8

9

10

11

12 Wh i l e  gr owt h  i n  t h e  t e s t  ye a r  h a s  s l owe d  comp a r e d  wi t h  t h e  r ob u s t  gr owt h  of  p r e vi ou s

years ,  there was s t i l l  growth of resident ial  customers.13

1 4

Q-15

16

17

18

19

20

A.

What year-over-year increases has UNS Gas experienced for commercial customers?

The year-over-year increases UNS Gas has experienced for commercial customers are

summarized in the following table:

21

22

23

24

25

26

Each year, UNS Gas has gained commercial customers. Information comparing the

number of UNS Gas' average commercial customers for 12-month periods ending with

June 30 is summarized in the following table:



Period

Average
Number of

Commercial
Customers Change

12 Months Ended:
6/30/2005 10,764
6/30/2006 10,989 225
6/30/2007 l 1,293 304

TYE 6/2008 11,442 149
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Looking at comparable periods ending in June 30, through the current test year ended June

30, 2008, UNS Gas has gained commercial customers in each year.

Q - What do you conclude from th is  in formation?

A. I conclude that UNS Gas has added, on average, both residential and commercial

customers in each and every year, including the test year. Consequently, an adjustment to

decrease test year revenue would understate test year and going-forward revenues and be

inappropriate and should be rejected. Test year revenue of $516,000 should not be

removed as proposed by UNSG. RUCO adjustment C-l restores this amount of actual test

year revenue to the test year.

C - 2

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

Depreciation & Property Taxes for CWIP/Post Test Year Plant

This adjustment is related to RUCO Adjustment B-1 , which removed UNSG's request for

inclusion in rate base of CWIP/Post Test Year Plant. It removes $58,107 of Depreciation

Expense, $11,351 of O&M Expense related to depreciation on transportation equipment,

and $25,584 of Property Tax Expense related to the adjustMent to remove UNSG's

request for CWIP/Post Test Year Plant in Service. In total, UNSG's expenses are reduced

by $95,042.

Q - How did you determine the recommended assessment rate for property taxes?
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1

2

3

4

5

6

This adjustment reflects the known statutory assessment ratio of 22 percent applicable for

2009, when rates in this case are expected to be effective. Section 42-15001 of the

Arizona State Legislature provides the current percentages for properly tax assessments.

The assessment rate schedule provides for decreasing the 25 percent rate applicable in

2005 by 0.5 for the year 2006 and 1.0 percent each year thereafter until a 20 percent rate is

attained in 2011. The Company's calculation also used a 22 percent assessment rate.

7

8

9

10

11

12

13

14

Incentive Compensation Expense

Please explain Staff Adjustment C-3.

This adjustment provides for the allocation of 50 percent of the test year expense for the

incentive compensation to shareholders. Test year expense for incentive compensation

expense proposed by UNSG is reduced by $140,484. Related payroll tax expense is

decreased by $12,027.

15

16

17

18

19

20

21

Q, Please explain why a 50 percent allocation to shareholders is appropriate for an

incentive compensation program.

22

23

In general, incentive compensation programs can provide benefits to both shareholders

and ratepayers. The removal of 50% of the incentive compensation expense, in essence,

provides an equal sharing of such cost, and therefore provides an appropriate balance

between the benefits attained by both shareholders and ratepayers. Both shareholders and

ratepayers stand to benefit from the achievement of performance goals, however, there is

no assurance that the award levels included in the Company's proposed expense for the

test year will be repeated in iiuture years.

24

25

A.

A.

A.

Q- Please briefly discuss the key provisions of the incentive compensation program.
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1 A.

2

3

4

5

6

7

8

9

10

The Company's response to Staff data request TF 6.64 states UNS Gas non-union

employees participate in UniSource Energy Corporation's ("UniSource") Performance

Enhancement Plan ("PEP"). The structure of the PEP detennines eligibility for certain

bonus levels by measuring UniSource's perfonnance in three areas: (1) financial

performance, (2) operational cost containment, and (3) core business and customer service

goals. Levels of achievement in each area are assigned percentage-based "scores," Those

scores are combined to calculate the final payout level. The amount made available for

bonuses pursuant to the PEP may range from 15 to 150 percent of the targeted payout

level. The financial performance and operational cost containment components each

make up 30 percent of the bonus structure, while the core business and customer service

goals account for the remaining 40 percent.11

12

13 As explained in the Company's response to Staff data request TF 6.64:

14
15
16
17
18
19
20
21

The scores from each goal are totaled and then multiplied by the targeted bonus of
each employee to determine the total available dollars to be paid out. Targeted
bonus percentages, as a percent of base salary, range from 3% to 14% for regular
unclassified employees, and 25% to 80% for Managers and Officers. Bonus
percentages, as a percent of base salary, are used in the calculation of total
available dollars, and actual awards may vary at management's discretion, based on
individual employee contribution. If a payout is achieved, employee PEP bonuses
will be distributed near the end of the first quarter the following year.

22

23

24

Q.

25

Does UNSG recognize that its proposed treatment of incentive compensation expense

in the current case represents a conscious deviation from principles and policies

established in prior Commission Orders?

26 Yes. Data request TF 6.103 asked:

27

28
29

Are there any aspects of the Company's accounting adjustments and revenue
requirement claim which represents a conscious deviation from the principles and

A.

9 See Attachment RCS-5.
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1
2
3
4
5
6
7

policies established in prior Commission Orders? If so, identify each area of
deviation, and for each deviation explain the Company's perception of the principle
established in the prior Commission orders, how the Company's proposed
treatment in this rate case deviates from the principles established in the prior
Commission orders, and the dollar impact resulting from such deviation. Show
which accounts are affected and the dollar impact on each account for each such
deviation.

8

9

10

11

UNSG's response to this data request states in part that: "In the prior Commission

decision, 50% of the incentive compensation expense was excluded from revenue

requirements. UNS Gas is requesting full recovery of the normal and recurring level of

incentive compensation expense."

12

13 Q-

14

15

16

17

What reasoning does UNSG give for its request to recover 100% of its incentive

compensation expense despite prior Commission Orders?

In his Direct Testimony at page 21, Company witness Dukes stated that the Company's

incentive compensation program is designed to award non-union employees for their

contributions to the company.

18

19 Q- What criteria has the Commission found important in deciding issues concerning

20

21 A.

22

23

24

25

26

27

utility incentive compensation in recent cases?

The criteria the Commission has found important in deciding this issue in recent cases are

described in various orders which have addressed the treatment of utility incentive

compensation expense for raternaking purposes. In Decision No. 68487 (February 23,

2006), the Commission adopted Staff's recommendation for an equal sharing of costs

associated with the Southwest Gas Corporation's ("SWG") Management Incentive Plan

("MIP") expense. For example, in reaching its conclusion regarding SWG's MIP, the

Commission stated in part on page 18 of Order 68487 that:

28

29
30

A.

We believe that Staffs recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance between the
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1
2

3
4

5

6

benefits attained by both shareholders and ratepayers. Although achievement of
the performance goals in the MIP, and the benefits attendant thereto, cannot be
precisely quantified there is little doubt that both shareholders and ratepayers
derive some benefit from incentive goals. Therefore, the costs of the program
should be home by both groups and we find Staffs equal sharing recommendations
to be a reasonable resolution.

Mr. Dukes has not refuted the fact that both shareholders and ratepayers derive some7

8

9

10

benefit from incentive goals.

Q- Do UNSG's shareholders and customers both benefit from the achievement of

11

12

13

14

incentive compensation program?

Yes. Shareholders benefit from the achievement of financial goals. Additionally,

shareholders benefit from the achievement of expense reduction and expense containment

goals between rate cases. Shareholders and ratepayers can both benefit from the

achievement of customer service goals.15

16

17

18

19

20

21

A.

Q- How does the amount of UNSG's incentive compensation expense in the current case

compare with the amount from UNSG's priorrate case?

The following table summarizes UNSG's incentive compensation (PEP) expense in the

current case, the prior case (Docket No. G-04204A-06-0463), and the amount which was

ultimately allowed in Decision 70011 :

A.



Line
No. Description Amount Source

1 Incentive compensation (PEP) included in current case $ 280,968 Schedule C-3

2
Incentive compensation (PEP) expense requested in
Docket No. G-04204A-06-0463 EB 126,859

Staff Witness Smith,
Sch. C-6

3 Increase S 154,109 LI -LE
4 Percent Increase 121.48% L3/L2
5 Amount Allowed in Decision No. 70011 s 63,430 Decision 70011
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1

2

3

4

5

6

7

8

9

10

As  s how n  i n  t he  a bov e  t a b l e ,  t h e  C om pa ny ' s  i n c e n t i v e  c om pe ns a t i on  e x pe ns e  i s

significantly higher in the current rate case than it was in the prior UNSG rate case.

Q -

11

12 A.

13

14

15

16

Have  the  f ac ts  changed  mate r i a l l y  s ince  the  l a s t  UNS Gas ra te  c ase  tha t  a  d i f f e rent

resu l t  concerning the  sharing of  incentive  compensation expense  should occur?

No, I don't bel ieve so. The rationale for the 50 percent al location to shareholders of this

expense  in the  current  case  appears  to be  consi stent  wi th the  Commiss ion's  f ind ings

concerning SWG's MIP in Dec is ion No. 68487 ,  and f indings about UNSG's incent ive

compensat ion expense  in Dec is ion No. 70011 .  In Dec is ion No. 70011 (November 27 ,

2007), in the last UNS Gas rate case, Docket No. G-04204-06-0463 et al , the Commission

stated in part on page 27 that:17

18
19
20
21

We be l ieve  that Staf fs recommendation provides a reasonable  balanc ing of  the
interests between ratepayers and shareholders by requiring each group to bear half
the cost of the incentive program.

2 2

23 Q - Did UNSG appeal Decision No. 70011?

2 4 A. No.

2 5

2 6 Q - W as an  eq u a l  sh ar i n g  o f  i n cen t i ve  co m p en sa t i o n  exp en se  o rd ered  i n  o th er  recen t

2 7 Commission decisions in rate cases involving Arizona uti l i ties?
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1 Yes. In Decision No. 70360 (May 27, 2008), in the recent UNS Electric, Inc. rate case,

2 Docket No. E-04204A-06-0783, the Commission stated at page 21 that:

3
4

5
6
7
8
9

10

Consistent with our finding in the UNS Gas rate case (Decision No.
70011, at 26-27), we believe that Staff's recommendation provides a
reasonable balancing of the interests between ratepayers and shareholders
by requiring each group to bear half the cost of the incentive
program...Given that the arguments raised in the UNS Gas case are
virtually identical to those presented in this case, we see no reason to
deviate from that recent decision.

11 Finally, in Decision No. 70665 (December 24, 2008), in the most recent Southwest Gas

12 Company rate case, Docket No. G-01551A-07-0504, the Commission stated at page 16

13 that:

In the last Southwest Gas rate case, as well as several subsequent cases,3
we disallowed 50 percent of management incentive compensation on the
basis that such programs provide approximately equal benefits to
shareholders and ratepayers because the performance goals relate to
financial performance and cost containment goals as well as customer
service elements. (Decision No. 68487 at 18.) In that Decision, we
stated:

In Decision No. 64172, the Commission adopted Staff's
recommendation regarding MIP expenses based on Staffs claim
that two of the five performance goals were tied to return on
equity and thus primarily benefited shareholders. We believe that
Staff's recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate
balance between the benefits attained by both shareholders and
ratepayers. Although achievement of the performance goals in
the MIP, and the benefits attendant thereto, cannot be precisely
quantified there is little doubt that both shareholders and
ratepayers derive some benefit from incentive goals. Therefore,
the costs of the program should be borne by both groups and we
find Staffs equal sharing recommendation to be a reasonable
resolution.

14
15
16
17
18
19
20
21
22
23

24
25
26
27
28
29

30
31
32

33
34

35
36
37

38
39
40

A.

(Id.) We believe the same rationale exists in this case to adopt the position
advocated by Staff and RUCO to disallow 50 percent of the Colnpany's
proposed MIP costs.4
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1
2
3
4
5
6
7
8
9

See UNS Gas, Inc., Decision No. 70011 (November 27, 2007) at 27, Arizona Public
Service Co., Decision No. 69663 (June 28, 2007) at 27, and UNS Electdc, Inc., Decision
No. 70360 (May 27, 2008) at 21 .
"on the same basis, we will also disallow 100 percent of the Southwest Gas stock
incentive plan ("SlP"). The costs related to similar incentive plans were recently rejected
for APS and UNS Electric. (See Ex. S-12 at 32-34.) As was noted in the APS case,
stock performance incentive goals have the potential to negatively affect customer
service, and ratepayers should not be required to pay executive compensation that is
based on the performance of the Company's stock price. (Decision No. 69663 at 36.)

10

11 Q-

12

13

14

Should the 50/50 ratepayer/shareholder sharing that the Commission applied to

utility incentive compensation in UNSG's last rate case be modified to a 100 percent

ratepayer responsibility for such cost based on the analysis presented by Mr. Dukes?

No. The 50/50 sharing of UNSG's incentive compensation program cost ordered by the

15 Commission in Decision No. 70011 should continue to apply in the current UNSG rate

16 case.

17

18 Q. Please summarize your recommendation concerning UNSG's incentive compensation

19 expense.

20 A.

21

22

I recommend continuing the 50 percent allocation for UNSG's incentive compensation

expense to shareholders ordered by the Commission in Decision No. 70011. This results

in a reduction to test year expense of $140,484.

23

24 C-4

25 Q-

Stock-Based Compensation Expense

What amounts of stock-based compensation expense has UNSG included in the test

26

27

28

year?

UNSG's response to data request RUCO 1.46 identifies $266,399 of stock-based

compensation expense in the test year.

29

30 Q- For what types of stock-based compensation has UNSG included an expense in the

31

A.

A.

test year?
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1 UNSG has included an expense in the test year for the following types of stock~based

2 compensation:

3

4 •

5

6 •

7

8

•

Stock Option Expense

Dividend Equivalents on Stock Units

Performance Stock Award

Dividend Equivalent on Stock Options

Directors Stock Awards

9 As described in the Company's response to TF 6.92 and UniSource Energy's March 22,

10 2009 Proxy Report, the UNSG's parent company, UniSource Energy offers the following

11 types of stock-based compensation:

12

13 Stock options

14 Stock options are offered as part of as part of UniSource Energy's long-tenn incentive

15 program for officers. Options have an exercise price equal to the fair market value on the

16 date of grant and a maximum term of ten years. The options vest at one-third increments

17 beginning on the first anniversary of grant date.I0

18

19 Performance share awards

20 Performance share awards reward achievement of financial performance objectives and/or

21 shareholder value objectives. Performance share awards are paid in shares of UniSource

22 Energy stock under a three year cycle. Performance goals are based on compound annual

23 shareholder return. No dividends are paid on performance shares until earned and vested.

10 Also see, e.., UNSG's responses to Staff data request TF 6.92.

A.
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1

2 Directors stock awards

3 Non-employee directors receive an annual award in restricted stock units as follows:

4
5
6
7
8
9

10
11
12
13
14
15

Directors serving on the date of the Annual Shareholders' meeting receive a grant on
the date of that meeting. Any person who first becomes a director after the Annual
Shareholders' meeting receives a grant on a date approved by the Compensation
Committee. All restricted stock unit grants to directors vest at the earlier of the next
annual meeting following grant date or the first anniversary of grant.
The actual number of restricted stock units granted is calculated by dividing $45,000
by the closing price of our common stock on the date of grant.
Vested stock unit grants must be deferred and distributed in January of the year
following the year during which a director ceases to serve as a member of our Board.
Deferred stock units accrue dividend equivalents during the deferral period. Deferral
stock units are distributed in shares of Company stock.

16 Dividend equivalent on stock units and stock options

17 Under the Director's Deferred Compensation Plan ("DCP"), certain eligible officers and

18 other employees selected for participation, and non-employee members of the Board, may

19 elect to defer a percentage of the compensation of fees that would otherwise become

20 payable to the individual for his services. Each participant in the DCP may elect that his

21 deferrals be credited in the form of additional deferred shares instead of cash. Deferred

22 shares accrue dividend equivalents, credited in the form of additional deferred shares, as

23 dividends are paid by UniSource Energy on its issued and outstanding common stock.

24 Each participant elects the time and manner of payment (lump sum or installments) of his

25 deferred shares under the DCP.

26

27

28

Q- Did the Commission recently disallow another utility's stock based compensation in a

recent decision?
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1

2

3

4

5

Yes. In Decision No. 69663, from a recent APS rate case, the Commission adopted a

Staff recommendation in that case where cash-based incentive compensation expense was

allowed and stock-based compensation was disallowed. Additionally, page 36 of Decision

No. 69663 indicates that the Commission rejected an argument by APS that the

Commission not look at how compensation is determined or its individual components:

"APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission should look
at how that compensation is determined or its individual components, but rather
should just look at the total compensation. The Company argues that the interests
of investors and consumers are not in fundamental conflict over the issue of
financial performance, because both want the Company to be able to attract needed
capital at a reasonable cost."

6

7
8
9

10
11
12
13
14
15
16
17
18
19

20
21
22
23

24
25
26
27
28
29

30

"We agree with Staff that APS' stock-based incentive compensation
expense should not be included in the cost of service used to set rates. Contrary to
APS' argument that we should not look at how compensation is determined, we do
not believe rates paid by ratepayers should include costs of a program where an
employee has an incentive to perform in a manner that could negatively affect the
Company's provision of safe, reliable utility service at a reasonable rate. As
testified to by Staff witness Dittmer and set out in Staff's Initial brief, "[e]nhanced
earnings levels can sometimes be achieved by short-term management decisions
that may not encourage the development of safe and reliable utility service at the
lowest long-term cost. For example, some maintenance can be temporarily
deferred, thereby boosting earnings. But delaying maintenance can lead to
safety concerns or higher subsequent 'catch-up' costs." [cite omitted] To the
extent that Pinnacle West shareholders wish to compensate APS management for
its enhanced earnings, they may do so, but it is not appropriate for the utility's
ratepayers to provide such incentive and compensation."

31

32

33

Thus, in Decision No. 69663, the Commission made an adjustment to disallow a portion

of that utility's incentive compensation expense, specifically the stock-based

compensation.

34

35

36

Q- Was stock-based compensation expense also disallowed in the Commission's recent

A.

decision in the rate case involving UNS Electric, Inc.?
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1 A.

2

Yes, it was. In Decision No. 70360 at page 22, the Commission, in referencing a similar

decision regarding Southwest Gas Corporation as well as APS' last rate case stated:

3

4
5
6
7
8

"For these same reasons, we agree with Staff that test year expenses should
be reduced to remove stock-based compensation to officers and
employees...The disallowance of stock-based compensation is consistent
with the most recent rate case for Arizona Public Service Company
(Decision No. 69663)."

9

10 Q- Please discuss the reasons for removing stock-based compensation.

11 A. Ratepayers should not be required to pay executive compensation that is based on the

12 performance of the Company's (or its parent company's) stock price. Additionally, prior

13 to being required to expense stock options for financial reporting purposes under

14 Statement of Financial Accounting Standards No. 123 Revised (SFAS 123R), the cost of

15 stock options was typically treated as a dilution of shareholders' investments, i.e., it was a

16 cost home by shareholders. While SFAS 123R now requires stock option cost to be

17 expensed on a company's financial statements, this does not provide a reason for shifting

18 the cost responsibility for stock options from shareholders to utility ratepayers.

19

20

21

Q. Please explain RUCO Adjustment C-4.

A.

22

23

24

As shown on Schedule C-4, this adjustment decreases test year expense by $266,399 to

reflect the removal of UNSG's stock option compensation expense that is allocated to

Arizona operations. The expense of providing stock options and other stock-based

compensation to officers, employees and directors beyond their other compensation

should be borne by shareholders and not by ratepayers.25

26

27 C-5 Supplemental Executive Retirement Plan Expense
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1 Q-

2

3

4

5

6

7

8

9

10

Please explain RUCO Adjustment C-5.

This adjustment removes 100% of the expense for the Supplemental Executive Retirement

Plan ("SERP"). The SERP provides supplemental retirement benefits for select

executives. Generally, SERPs are implemented for executives to provide retirement

benefits that exceed amounts limited in qualified plans by Internal Revenue Service

("IRS") limitations. Companies usually maintain that providing such supplemental

retirement benefits to executives is necessary in order to ensure attraction and retention of

qualified employees. Typically, SERPs provide for retirement benefits in excess of the

limits placed by IRS regulations on pension plan calculations for salaries in excess of

specified amounts. IRS restrictions can also limit the Company 401(k) contributions such

that the Company 401(k) contribution as a percent of salary may be smaller for a highly

paid executive than for other employees.

11

12

13

14 Q.

15

16 A.

17

18

19

Has utility SERP expense been disallowed by the Commission in a series of recent

rate cases?

Yes. In Decision No. 68487, February 23, 2006, in a Southwest Gas Corporation rate

case, the Commission adopted a recommendation by RUCO to remove SERP expense. In

reaching its conclusion regarding SERP, the Commission stated on page 19 of Order

68487 that:

20

21
22

23
24

25
26
27

28
29

30

A.

Although we rejected RUCO's arguments on this issue in the Company's last rate
proceeding, we believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest paid employees to
remedy a perceived deficiency in retirement benefits relative to the Company's
other employees is not a reasonable expense that should be recovered in rates.
Without the SERP, the Company's officers still enjoy the same retirement benefits
available to any other Southwest Gas employee and the attempt to make these
executives 'whole' in the sense of allowing a greater percentage of retirement
benefits does not meet the test of reasonableness. If the Company wishes to
provide additional retirement benefits above the level permitted by IRS regulations
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1
2

applicable to all other employees it may do so at the expense of its shareholders.
However, it is not reasonable to place this additional burden on ratepayers.

3

4 Q.

5

6

7

Was SERP expense disallowed in the Commission's decision in the last rate case

involving UNS Gas, Inc?

Yes, it was. See Decision No. 70011 at pages 27-29. Notably, at page 28 of that Decision,

the Commission stated:

8

9
10

11
12
13
14
15
16
17
18

the issue is not whether UNS may provide compensation to select executives in
excess of the retirement limits allowed by the IRS, but whether ratepayers should
be saddled with costs of executive benefits that exceed the treatment allowed for
all other employees. If the Company chooses to do so, shareholders rather than
ratepayers should be responsible for the retirement benefits afforded only to those
executives. We see no reason to depart from the rationale on this issue in the most
recent Southwest Gas rate case [See also Arizona Public Service Co., Decision No.
69663, at 27 (June 28, 2007), wherein SERP costs were excluded in their
entirety.], and we therefore adopt the recommendations of Staff and RUCO and
disallow the requested SERP costs.

19

20

21

22

Q.

A.

Was SERP expense also disallowed in the Commission's recent decisions in the rate

cases involving UNS Electric, Inc.?

Yes, it was. In the recent UNS Electric, Inc. rate case, in Decision No. 70360 at page 22,

referencing the above captioned quote, the Commission stated:23

24
25
26
27
28
29

We see no reason to depart from the rationale on this issue in the most
recent UNS Gas rate case, and we therefore adopt the recommendations
ofStaffand RUCO and disallow the requested SERP easts.

The Commission's Decision No. 70665 (December 24, 2008) in the most recent

30 Southwest Gas rate case, Docket No. G-01551A-07-0504, stated as follows on pages 17-

31 18:

32
33
34

A.

We agree with Staff and RUCO that the SERP expenses sought by
Southwest Gas should once again be disallowed. We do not believe any
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material factual difference exists in this case that would require a result
that differs from the Company's prior case. In that case, we stated:

[W]e believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest
paid employees to remedy a perceived deficiency in retirement
benefits relative to the Company's other employees is not a
reasonable expense that should be recovered in rates. Without the
SERP, the Company's officers still enjoy the same retirement
benefits available to any other Southwest Gas employee and the
attempt to make these executives "whole" in the sense of allowing
a greater percentage of retirement benefits does not meet the test of
reasonableness. If the Company wishes to provide additional
retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense of its
shareholders. However, it is not reasonable to place this additional
burden on ratepayers.

(Decision No. 68487 at 19.)

In the recent UNS Gas, APS, and UNS Electric cases, we followed the
rationale cited above in disallowing SERP expenses. In Decision No.
70011, we indicated that SERP costs should not be recoverable and
indicated:

[T]he issue is not whether UNS may provide compensation to
select executives in excess of the retirement limits allowed by the
IRS, but whether ratepayers should be saddled with costs of
executive benefits that exceed the treatment allowed for all other
employees. If the Company chooses to do so, shareholders rather
than ratepayers should be responsible for the retirement benefits
afforded only to those executives. We see no reason to depart
from the rationale on this issue in the most recent Southwest Gas
ratecase, and we therefore adopt the recommendations of Staff and
RUCO and disallow the requested SERP costs. 4

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

[Id. At 28, (footnote omitted).] For these reasons, we agree with the
recommendations of Staff and RUCO that the request for inclusion in rates
of SERP expenses should be denied. We therefore adopt the
recommendations of Staff and RUCO on this issue.

43 Q- What adjustment related to UNSG's SERP expense do you recommend?



Direct Testimony of Ralph C. Smith
Docket No. G-04204A-08-0571
Page 43

recommend the adjustMent to remove UNSG's expense for the SERP, which is shown on

Schedule C-5 and reduces O&M expense by $101,021 .

C-6

Q-

A.

American Gas Association Dues

Please explain RUCO's proposed adjustment for American Gas Association dues.

This adjustment is shown on Schedule C-6 and reduces test year expense by $18,678 to

reflect the removal of 40 percent of AGA dues.

Q, How does RUCO's proposed adjustment for AGA dues compare with UNSG's

proposed treatment of such dues?

As noted above, I recommend the removal of 40 percent of AGA core dues, while

UNSG's Filing reflected the removal of only 4 percent of the AGA dues.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A.

Q-

A.

What information did UNS Gas provide concerning the specific benefits of AGA

activities to the Company and Arizona ratepayers?

UNSG witness Gary A. Smith addresses AGA benefits at pages 9-14 of his direct

testimony. The AGA does provide some benefit to the utilities that comprise its

membership, however, this does not negate the fact that a significant portion of AGA

expenditures are related to programs which should be disallowed for ratemaldng purposes.

I have attached to my testimony a listing and description of the AGA's f`unctions as listed

in the March 2005 Annual Audit report to the National Association of Regulatory Utility

Commissioners (NARUC), and have identified the percentage of AGA activities related to

each function.

A.
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1 Q.

2

3

4

5

6

7

8

9

10

11

Does the information provided by UNSG show that 96 percent (100 percent minus

the Company's 4 percent disallowance) of AGA dues-funded activities are beneficial

to the Company and/or to its Arizona ratepayers?

No. UNS Gas has demonstrated that there is some benefit of AGA membership to the

Company and to Arizona ratepayers from some of the AGA's functions. However, the

Company has failed to demonstrate that ratepayers should fund activities conducted

through an industry organization that would be subject to disallowance if conducted

directly by the utility. The Company has failed to demonstrate that a disallowance of

AGA dues of only 4 percent is adequate. As I will discuss below, other states have used a

significantly higher disallowance percentage for gas utility AGA dues than UNSG is

proposing here.

12

13

14

Q.

15

16

17

18

19

20

To your knowledge what percentage disallowance for utility AGA dues has been used

in other recent utility rate cases?

In the last UNS Gas rate case, as described on pages 32-33 of Decision No. 70011, UNS

Gas had init ia lly included $41,854 for  AGA dues,  and RUCO witness  Moore

recommended a partial disallowance of $1,523, based on an AGA/NARUC Oversight

Committee Report indicating that 1.54 percent of AGA dues were for marketing and 2.10

percent of dues were for lobbying activities. UNS Gas agreed with that adjustment, and it

was ultimately adopted by the Commission. At pages 33-34 of Decision No. 70011,

however, the Commission also stated that:21

22

23
24
25
26
27
28
29
30

A.

A.

Mr. Smith raises a valid point regarding the nature of AGA dues and whether a
higher percentage of such dues should be disallowed as related to activities that are
not necessary for the provision of services to UNS customers. However, we
believe it is reasonable, in this case, to allow $40,311 ($4l,854 - $1,523), in
accordance with RUCO's recommendation. As we indicated in the Southwest Gas
Order, however, we expect UNS in its next rate case to provide more detailed
support for the allowance of AGA dues and how the AGA's activities benefit the
Company's customers aside from marketing and lobbying efforts.



Direct Testimony of Ralph C. Smith

Docket No. G-04204A-08-0571

Page 45

1

2

3

4

5

6

7

8

9

10

11

12

13

14

Since my testimony in the last UNS Gas rate case, I have become aware of AGA dues

disallowances made in gas utility rate cases in Michigan and California. In California, it

appears that a disallowance of 25 percent of Pacific Gas and Electric Company's AGA

dues was made by the Company itself in its filing in Application 05-12-002 (tiled 12/2/05)

as related to lobbying in the broader sense. In a more recent California rate case,

Application No. 06-12-009, involving San Diego Gas and Electn'c, that utility appears to

have proposed a 2 percent AGA dues disallowance for lobbying in the narrowest sense,

the Division of Ratepayer Advocates ("DRA") proposed that the entire cost of SDG&E's

AGA dues be excluded, and UCAN supported either the full disallowance or a 25 percent

disallowance based on the result from the PG&E rate case and their review of AGA

activities information. 11

In a Michigan case involving Consumers Energy Company's gas util ity

operationslz, that utility conceded to a PSC Staff adjustment to disallow 16.17 percent of

the AGA dues. As described in the testimony of MPSC Staff witness Wanda Clavon

JOl'1€S13I15

16

17
18
19
20
21
22
23

Staff adjusted dues to eliminate activities that would not be allowed if the
Company took on those activities for themselves. These activities include Public
Affairs (15.43%) and Media Communication-Promotion (0.74%). Staff obtained
the information necessary to make this adjustment from the Audit Report on
Expenditures of the American Gas Association issued June 2001. The total
disallowance is 16.17%, or $60,780. This disallowance is consistent with the last
rate cases of Consumers, MichCon and MGU.

24 Q- How did you determine the percent disallowance for AGA dues?

25

26

A. This was based upon a review of information in the two most recent National Association

of Utility Regulatory Commissioners (NARUC) sponsored Audit Reports of the

11 A final order has apparently not been issued yet in the SDG&E rate case, and the parties are apparently worldng on
a settlement.
12 Michigan plc Case No. U-13000.
13 Filed 12/14/2001, at page 6
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1

2

3

4

5

6

Expenditures of the American Gas Association, as well as the components by function of

the AGA's 2007 and 2008 budgets. I also relied upon a Florida PSC Staff memorandum,

discussed in more detail below, which contained a 40 percent AGA dues disallowance.

Copies of relevant pages from the NARUC-sponsored audit reports are provided in

Attachment RCS-4. AGA

summarized on Schedule C-6, page 2.

2007 and 2008 budget information, by component, is

7

8

9

10

Q,

11

12

13

14

What is the purpose of the NARUC-sponsored audits of AGA expenditures?

The purpose of the NARUC-sponsored audits of AGA expenditures is to provide

regulatory commissions with information that is useiill in helping them decide which, if

any, of the costs of the association should be approved for inclusion in utility rates. As

stated in the June 2001 memo to the Chairs and Chief Accountants of the State Regulatory

Commissions included with the NARUC-sponsored audit of 1999 AGA expenditures:

"Often, state commissioners review the costs of the association charged or allocated to the

utilities in their jurisdiction in accordance with the policies of their commission for

treatment of costs directly incurred by the state's utilities for similar activities." The

NARUC-sponsored audit categorizes the AGA expenditures and, as stated in the

aforementioned memo, "these expense categories may be viewed by some State

commissions as potential vehicles for charging ratepayers with such costs as lobbying,

advocacy or promotional activities which may not be to their benefit."

15

16

17

18

19

20

21

22 Q-

23

Have other regulatory commissions required similar adjustments to utility-incurred

AGA dues, based on the results of the NARUC-sponsored audits?

24

25

26

A.

A. Yes. As an example, I have included in Attachment RCS-4, an excerpt from a Florida

Public Service Commission Staff Memorandum (dated 12/23/03) in a City Gas Company

rate case addressing this issue. As stated in that document:
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1

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

In City Gas's last rate case, In re: Request for rate increase by City Gas Company
of Florida, Docket No. 000768-GU, Order No. PSC-01-0316-PAA-GU, issued
February 5, 2001, the Company removed $4,045 for AGA dues for lobbying. The
Commission removed an additional combined amount of $4,970 for memberships,
dues and contributions. In re: Application for a rate increase by City Gas
Company of Florida, Docket No. 940276-GU, Order No. PSC-94-0957-FOF-GU,
issued August 9, 1994, for interim purposes, the Commission disallowed 40% of
AGA dues. This order stated that the percentage was based on the 1993 National
Association of Regulatory Commission's (NARUC) Audit Report on the
Expenditures of the American Gas Association (Audit Report). Order No. PSC-
94-0957-FOF-GU further stated that this reduction was consistent with
adjustments made in rate cases involving other gas companies. In the final order in
Docket No. 940276-GU, Order No. PSC-94-1570-FOF-GU, issued December 19,
1994, the Commission removed 40.48% of AGA dues "which were related to
lobbying and advertising that did not meet the criteria of being informational or
educational in nature." In re: Request for rate increase by Florida Division of
Chesapeake Utilities Corporation, Docket No. 000108-GU, Order No. PSC-00-
2263-FOF-GU, issued November 28, 2000, the Commission removed 45.10% of
AGA dues.

21
22
23
24
25
26
27
28
29

The latest NARUC Audit Report on AGA expenditures that Staff was able to
locate is dated June, 2001, for the twelve-month period ended December 31, 1999.
By a review of the Summary of Expenses, it appears that 41.65% of 1999 AGA
expenditures are for lobbying and advertising. Staff has not been able to locate a
more recent NARUC Audit Report of the AGA expenditures. However, because
approximately 40% appears to have been consistent over a number of years, Staff
believes it is not unreasonable to assume that 40% is representative of 2003 and
2004 expenditures and recommends that 40% of AGA dues be disallowed in this
proceeding.

From information supplied by the Company, AGA dues were $39,277 in 2003.
According to recommendations in Issue 44 and 45, Account 921 should be trended
on inflation only at 2.0% for 2004. On that basis the 2004 amount is $40,063
($39,277 x l.02), Disallowing 40% would result in disallowing $16,025 for 2004.
The Company's $2,847 adjustment reduces Staffs adjustment to $13,178 ($16,025
- $2,847) for 2004. This position follows past Commission practice of placing
charitable contributions and advertising that is not informational or educational in
nature below the line.

30
31
32
33
34
35
36
37

38
39
40
41

Based on the above analysis, Account 921, Office Supplies and Expenses, should
be reduced by an additional $13,178 for AGA membership dues related to
charitable contributions and advertising that is not informational or educational in
nature.

42 The Company is in agreement with this adjustment.
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1

2 Q.

3

Did the Commission also address the issue of the appropriate portion of AGA dues to

disallow for ratemaking purposes in the most recent Southwest Gas Corporation rate

4

5

6

7

8

case?

Yes, it did. The Commission adopted a 40 percent disallowance of AGA dues in Decision

No. 70665, in the recent Southwest Gas rate case. In Docket No. G-01551A-07-0504, the

Commission adopted Staffs recommendation to disallow 40% of AGA dues. Decision

No. 70665, at page 12 stated that:

9

10 We rind that Staffs recommended disallowance of 40 percent of AGA dues
represents a reasonable approximation of the amount for which ratepayers receive
no supportable benefit.

13

14 Q- What amount of AGA membership dues expense have you removed from test year

15

16

17

18

19

expense?

As shown on Schedule C-6, I have removed 40 percent, or $18,678, from the $46,694 of

test year expense for AGA membership dues. This removes $16,762 more than UNSG's

proposed 4 percent removal which amounted to $1,915.

20

21

Outside Legal Expense

Please explain RUCO's adjustment to Outside Legal Expense.

22 This adjustment removes a portion of UNS Gas' significant proforma increase amount for

23 normalizing outside legal expense in the test year.

24

25 Q- What is the test year amount of Outside Legal Expense?

26 The Company's test year expense for Outside Legal Expense (other than ratecases) is

27

A.

A.

A.

A.

$83,555. The Company has made a proforma adjustment to increase Outside Legal
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1

2

Expense by $305,984 to normalize this expense in the test year, based on a three year

average of 2005 - 2007 expenses, which included large annual legal costs related to an El

3 Paso Natural Gas ("EPNG") pipeline case before the FERC.

4

5 Q- Describe UNS Gas' historical Outside Legal Expenses.

6 The Company spent $488,000, $439,000, and $242,000 in the years 2005, 2006, and 2007

7 on outside legal costs for matters other than ACC rate cases. A significant amount of

8 these fees in those years are related to the EPNG regulatory proceedings before the FERC,

9 which had settled. The Company's outside legal fees have steadily declined since its last

10 rate case. The Company also stated in its UES Results of Operations for Year End 2008

11 -* **Begin Confidential* * *

12
13
14
15
16
17

14 ***End Confidential***

Q- What amount of outside legal expense are you recommending?

18 A.

19

I am recommending that a normalized amount of outside legal expense excluding the

EPNG legal costs be used. Because it appears that some level of EPNG FERC costs will

20 be ongoing, I have provided for an annual amount for EPNG FERC proceedings of

21 approximately $100,000 based on actual test year costs. As shown on Schedule C-7,

22 RUCO has reduced outside legal expense by $217,674.

23

24

25

Fleet Fuel Expense

Please explain adjustment C-8.

A.

u TF~6.46 UNSG(057l)0799l
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1 A. This adjustment reduces the Company's fleet fuel expense included in the test year. The

2 test year fleet fuel expense is based on unusually high fuel prices in effect during the test

3 year, in some months over $4.00 a gallon, the Countly's record high point. The amount of

4 gallons purchased in the test year is the highest among historical yearly gallons purchased.

5 Schedule C-8 shows a historical comparison of gallons purchased by year. If one

6 calculates a monthly average of gallons for 2009 and annualized it for the rest of the 2009,

7 the annual amount of gallons yields an amount lower than the three year average. The

8 Company's response to RUCO data request 1.94 states the current price of gas as ofMay

9 6, 2009 is $2.09 per gallon. According to ArizonaGasPrices.com , the current price of gas

10 in Arizona is $2.278 per gallon as of May 29, 2009, but has recently been trending higher.

11 My adjustment to fleet fuel expense calculates fleet fuel expense based a three year

12 average of gallons purchased multiplied by an the current price of gas as of May 29, 2009

13 of $2.278 per gallon. As shown on Schedule C-8, I have reduced fleet fuel expense by

14 $240,913. This adjustment will be updated if gas prices change significantly during the

15 course of this proceeding.

16

17

Rate Case Expense

What amount of rate case expense is the Company requesting recovery for in this

18 case?

19 UNS Gas is requesting recovery of $500,000 for current rate case expenses over three

20 years for an annual allowance of $166,667 per year. The Company also included

21 $100,000 of unamortized rate case expense Hom the prior rate case and proposed that also

22 be normalized over three years for an additional amount of $33,333, bringing the

23

A.

Company's request forproforma total rate case expense to $200,000 per year. The
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1 Company stated in response to Staff data request TF 6.68 that it did not remove

2 amortization of rate case expense related to the previous rate case that will be recovered

3 prior to new rates becoming effective and therefore, the Company's test year amount of

4 rate case expense included an additional $58,333. The response to TF 6.68 also states that

5 this amount would be removed resulting in a reduction of test year rate case expense of

6 $58,333.

7

8 Q- Do you agree with the Company's proposed amount of rate case expense for this

9 case?

10 A. No. Even with the Company's proposed correction, the total amount of rate case expense

11 is excessive and would represent an unreasonable burden on ratepayers. Additionally, the

12 amount included in rates for an allowance for rate case expense should be understood to

13 be a normalized amount, not an amortization.

14

15 Q- What total amount of rate case expense was allowed in the last UNSG rate case?

16 The allowance for rate case expense was based on a total amount of $300,000 for rate case

17 expenses in its prior rate case, Docket No. G-04204A-06-0463, normalized over a period

18 of three years.

19

20 Q~ How does the current UNSG rate case compare with the last UNSG rate case?

21 The current UNS Gas rate case is similar to and presents many of the same

22 issues and adjustments to rate base and operating expenses (i.e., CWIP, property taxes,

23

A.

A.

incentive compensation, etc.), if not less, than those that were addressed by the
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1 Commission in the Company's last rate case. For example, in the prior rate case, it was the

2 Company's first case under its new ownership. The Company also conducted a

3 depreciation study supporting new depreciation rates in the prior case. UNS Gas is not

4 proposing to revise its depreciation rates in this case.

5

6 Q. What do you recommend for the allowance for rate case expense for UNS Gas in this

7 proceeding?

8 A. recommend an annual allowance of $l00,000, based on normalizing a total amount of

9 $300,000 over a three-year period. The $500,000 for current rate case cost requested by

10 UNS Gas is nearly double (i.e., is almost 81 percent higher) the amount of rate case

11 expense requested and allowed by the Commission in the Southwest Gas' last rate case,

12 Docket No. G-01551A-07-0504, which was $276,000 in total and was normalized over a

13 three-year period, to produce an annual allowance of $92,000 per year. The rate case

14 expense allowance in the last UNS Gas case was $100,000, based on normalizing a total

15 amount of $300,000 over three years. Additionally, the rate case allowance in the last

16 UNS Electric rate case was $100,000, based on normalizing a total amount of $300,000

17 over three years. The current UNS Gas rate case has similarities to the last UNS Gas and

18 UNS Electric rate cases in terms of both the scope of issues in the cases, and the majority

19 of each application being sponsored by in-house or affiliated company staff

20

21 Q- Please summarize your recommended adjustment.
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1 A. I recommend an annual allowance of $100,000 per year, based on a total of $300,000

2 normalized over three years. Schedule C-9 reduces the Company's proposed annual

3 allowance for current rate case costs by $100,000.

4

5 I also recommend that the amount recorded by UNS Gas in the test year of $58,333 for

6 prior rate case expense be removed. The Company's response to Staff data request TF

7 6.68 indicates this adjustment is needed to correct an error in UNS Gas' filing.

8

9 As shown on Schedule C-9, my total adjustment allows for a $100,000 per year

1 0 normalized rate case expense, and reduces the rate case expense in UNSG's filing by

11 $158,333.

12

13

14

15

16

17

18

19

20

21

C-10 Interest Synch ranization

Q, Please explain your interest synchronization adjustment.

A. The interest synchronization adjustment applies the weighted cost of debt to the

calculation of test year income tax expense. After adjustments, my proposed rate base

differs from that of the Company. This results in an adjustment to the amount of

synchronized interest included in the tax calculation. The calculation of the interest

synchronization adjustment is shown on Schedule C-10. This adjustment increases

income tax expense by $30,215 - the amount shown on Schedule C-10 and decreases the

Company' achieved operating income by a similar amount.

22

23

24

C-I1 Propergv Tax Expense

Q, Please explain RUCO Adjustment C-11.
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1 This adjustment reflects the most current average known property tax rate for the 2008 tax

2 year.

3

4 Q- How did you determine the most current average known property tax rate for the

5 2008 tax year?

6 The Company's response to RUCO 1.90 indicates the most current average known

7 property tax rate for the 2008 tax year is 7.6127 percent as opposed to the 8.1359 percent

8 used by the Company in calculating test year property tax expense.

9

10 Q. How did you determine the recommended assessment rate?

11 A. As previously stated, Section 42-15001 of the Arizona State Legislature provides the

12 current percentages for assessed valuation of class one property for the years 2005 through

13 2010. The new assessment rate schedule provides for decreasing the 25 percent rate

14 applicable in 2005 by 0.5 for the year 2006 and 1.0 percent each year thereafter until a 20

15 percent rate is attained in 2011.

16

17 The assessment rate for 2008 was 23 percent. The Company's calculation used the 22

18 percent assessment rate for 2009. Since the Commission approved rates are expected to

19 become effective no later December 1, 2009, and the Company's anticipated rate case

20 interval is three years, as evidenced by the Company's and RUCO's proposed

21 normalization period for rate case expense, the property tax rate that will be effect for

22 2009 should be used. In terms of determining the recommended assessment rate, I also

23

A.

A.

considered how my recommendation in the current UNS Gas rate case compares with



Utili UNS Gas, Inc Southwest Gas Corp. UNS Gas, Inc ISouthwest Gas Co
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Test Year Ended: 6/30/2008 4/30/2007 12/31/2005 8/31/2004
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1 property tax rates approved in recent Arizona gas rate cases. This comparison is

2 summarized in the following table:

3

4
5

6 In the 2004 SWG rate case, it appears that the utility, Staff and RUCO all ultimately

7 agreed on the appropriateness of using a 24.5 percent assessment rate effective for 2006 in

8 conjunction with the test year in that case ending August 31 , 2004. In the last UNS Gas

9 rate case an assessment rate of 24 percent for 2007 was used for rates that became

10 effective in mid-2007. In the most recent Southwest Gas rate case, an assessment rate of

11 23 percent was used effective for 2008 for rates that became effective on December 1,

12 2008. I believe the appropriateness of using the known 22 percent assessment rate for

13 2009 in the current UNS Gas rate case is supported by the comparison in the above table.

14

15 Q- What is RUCO's recommended property tax expense adjustment?

16 As shown on Schedule C-11, Staffs recommended adjustment reduces UNS Gas'

17 proposed property tax expense by $230,913.

18

19

20

A.

C-12 2010 Pay Increase

Q, Please explain your adjustment for a 2010 pay increase.
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1

2

A.

3

4

5

6

This adjustment is shown on Schedule C-12, and reduces UNSG's proposed expense for

payroll by $225,740 and related payroll tax expense by $24,882 to remove a projected

2010 pay increase. The Company increased its end-of-test-year payroll for two rounds of

pay increases: a 3 percent increase in 2009 and another 3 percent increase projected for

2010. The 2010 pay increase is not known and measurable, and is too far removed from

the test year. Additionally, with the poor economy many companies are curtailing

budgeted pay increases. For all of these reasons, the 2010 pay increase projected by UNS

Gas should be removed from test year expense.

7

8

9

10 Q-

11 A.

Does this conclude your testimony?

Yes, it does.
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Attachment RCS-1
QUALIFICATIONS OF RALPH c; SMITH

Accomplishments
Mr. Smith's professional credentials include being a Certified Financial PlannerTm professional, a licensed
Certified Public Accountant and attorney. He functions as project manager on consulting projects involving
utility regulation, regulatory policy and ratemaking and utility management. His involvement in public
utility regulation has included project management and in-depth analyses of numerous issues involving
telephone, electric, gas, and water and sewer utilities.

Mr. Smith has performed work in the field futility regulation on behalf of industry, public service
commission staffs, state attorney generals, municipalities, and consumer groups concerning regulatory
matters before regulatory agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Florida,
Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi,
Missouri, New Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina,
South Dakota, Texas, Utah, Vermont, Virginia, Washington, Washington DC, West Virginia, Canada,
Federal Energy Regulatory Commission and various state and federal courts of law. He has presented expert
testimony in regulatory hearings on behalf of utility commission staffs and interveners on several occasions.

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff; of the budget
and planning activities of GeorgiaPower Company, supervised 13 professionals, coordinated over 200
interviews with Company budget center managers and executives, organized and edited voluminous audit
report, presented testimony before the Commission. Functional areas covered included fossil plant O&M,
headquarters and district operations, internal audit, legal, affiliated transactions, and responsibility reporting.
All of our findings and recommendations were accepted by the Commission.

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility on behalf
of the Alaska Commission Staff, which assessed the effectiveness of the Utility's operations in several areas,
responsible for in-depth investigation and report writing in areas involving information systems, finance and
accounting, affiliated relationships and transactions, and use of outside contractors. Testified before the
Alaska Commission concerning certain areas of the audit report. AWWU concurred with each of Mr.
Smith's 40 plus recommendations for improvement.

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law firm of
Cravath, Swain & Moore in conjunction with the case of Reynolds Metals Co. vs. the Columbia Gas
System, Inc., drafted in-depth report concerning the regulatory treatment at both state and federal levels of
issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin - Electric
Utility on behalf of the residential consumers. Among the numerous ratemaking issues addressed was the
economies of the Utility's employment of outside services; provided both written and oral testimony
outlining recommendations and their bases. Most of Mr. Smith's recommendations were adopted by the City
Council and Utility in a settlement.

Key team member performing an analysis of the rate stabilization plan submitted by the Southern Bell
Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of the Company's
projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri, sponsored the complex
technical analysis and calculations upon which the Hrm's testimony in that case was based. He has also
assisted in analyzing changes in depreciation methodology for setting telephone rates.
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Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas Utilities
Company, Michigan Consolidated Gas Company, and Consumers Power Company. Drafted
recommendations regarding the appropriate rate of interest to be applied to any over or under collections and
the proper procedures and allocation methodology to be used to distribute any refunds to customer classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan. Addressed
appropriate interest rate and compounding procedures and proper allocation methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in rates. The
major area addressed was the propriety of the Company's ratemaking attrition adjustment in relation to its
corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986 on gas
distribution utility operations of the Northern States Power Company. Analyzed the reduction in the
corporate tax rate, uncollectiblesreserve, ACRS, unbilled revenues, customer advances, CIAC, and timing of
TRA-related impacts associated with the Company's tax liability.

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of 1986 on the
operations of Connecticut Natural Gas Company on behalf of the Connecticut Depament of Public Utility
Control - Prosecutorial Division, Connecticut Attorney General, and Connecticut Department of Consumer
Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota Incentive
Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company ("NWB") doing
business as U S West Communications ("USWC"). Objective was to express an opinion as to whether
current rates addressed by the plan were appropriate from a Minnesota intrastate revenue requirements and
accounting perspective, and to assist in developing recommended modifications to NWB's proposed Plan.

Performed a variety of analytical andreview tasks related to our work effort on this project. Obtained and
reviewed data and performed other procedures as necessary (1) to obtain an understanding of the Company's
Incentive Plan filing package as it relates to rate base, operating income, revenue requirements, and plan
operation, and (2) to formulate an opinion concerning the reasonableness of current rates and of amounts
included within the Company's Incentive Plan filing. These procedures included requesting and reviewing
extensive discovery, visiting the Company's offices to review data, issuing follow-up information requests in
many instances, telephone and on-site discussions with Company representatives, and frequent discussions
with counsel and DPS Staff assigned to the project.

Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the Department of
the Public Advocate, Division of Rate Counsel. Tasks performed included on-site review and audit of
Company, identification and analysis of specific issues, preparation of data requests, testimony, and cross
examination questions. Testified in Hearings.

Assisted the NARUC Committee on Management Analysis with dratting the Consultant Standards for
Management Audits.

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated transaction
auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky, and Pennsylvania.
Seminars were presented to commission staffs and consumer interest groups.

Previous Positions
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With Larkin, Chapski and Co., the predecessor firm to Larkin & Associates, was involved primarily in utility
regulatory consulting, and also in tax planning and tax research for businesses and individuals, tax return
preparation and review, and independent audit, review and preparation of financial statements.

Installed computerized accounting system for a realty management firm.

Educa t i on

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan, Dearborn,
1979.

Master of Science in Taxation, Walsh College, Michigan, 1981, Master's thesis dealt with investment tax
credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient of
American Jurisprudence Award for academic excellence.

Continuing education required to maintain CPA license and CFP® certificate.

Passed all pans of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and Certified
Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

MichiganBar Association.

American Bar Association, sections on public utility law and taxation.

Partial list of utility cases participated in:

79-228-EL -F AC
79-231 -EL-FAC
79-535-EL-AIR
80-235-EL-FAC
80-240-EL-FAC
U- 1933 *
U-6794
81 -0035TP
81 -0095 TP
81 -308-EL-EFC
810136-EU
GR-81 -342
Tr-81 -208
U-6949
8400
18328
18416
820100-EU
8624
8648
U-7236
U6633-R
U-6797-R
U-5510-R

Cincinnati Gas & Electric Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
East Ohio Gas Company (Ohio PUC)
Ohio Edison Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tucson Electric Power Company (Arizona Corp. Commission)
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC)
Souther Bell Telephone Company (Florida PSC)
General Telephone Company of Florida (Florida PSC)
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
Gulf Power Company (Florida PSC)
Northern States Power Co. -- E-002/Minnesota (Minnesota PUC)
Southwestern Bell Telephone Company (Missouri PSC))
Detroit Edison Company (Michigan PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Alabama Gas Corporation (Alabama PSC)
Alabama Power Company (Alabama PSC)
Florida Power Corporation (Florida PSC)
Kentucky Utilities (Kentucky PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Detroit Edison - Burlington Northern Refund (Michigan PSC)
Detroit Edison - MRCS Program (Michigan PSC)
Consumers Power Company -MRCS Program (Michigan PSC)
Consumers Power Company Energy conservation Finance
Program (Michigan PSC)
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South Carolina Electric & Gas Company (South Carolina PSC)
Generic Working Capital Hearing (Michigan PSC)
Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida PSC)

82-240E
7350
RH-1-83
820294-TP
82-165-EL-EFC
(subfile A)
82-168-EL-EFC
830012-EU
U-7065
8738
ER-83-206
U-4758
8836
8839
83-07-15
81-0485-WS
U-7650
83-662
U-7650
U-6488-R
U-15684
7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-E1
U-7777
U-7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978
R-842583
R-842740
850050-EI
16091
19297
76-l8788AA
&76-l8793AA

Toledo Edison Company(Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tampa Electric Company (Florida PSC)
The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)
ArkansasPower & Light Company (Missouri PSC)
The Detroit Edison Company - Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Western Kentucky Gas Company (Kentucky PSC)
Connecticut Light & Power Co, (Connecticut DPU)
Palm Coast Utility Corporation (Florida PSC)
Consumers Power Co. - Partial and Immediate (Michigan PSC)
Continental Telephone Company of California, (Nevada PSC)
Consumers Power Company - Final (Michigan PSC)
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)
Seacoast Utilities (Florida PSC)
Detroit Edison Company (Michigan PSC)
CP National Corporation (NevadaPSC)
Michigan Gas Utilities Company (Michigan PSC)
Sierra Pacific Power Company (Nevada PSC)
Florida Power & Light Company (Florida PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company - Gas (Michigan PSC)
Michigan Gas Utilities Company (Michigan PSC)
Detroit Edison Company (Michigan PSC)
Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
Tampa Electric Company (Florida PSC)
Louisiana Power & Light Company (Louisiana PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

85-53476AA
& 85-534785AA

U-8091/U-8239
TR-85-179**
85-212

Detroit Edison Refund - Appeal of U-4758
(Ingham County, Michigan Circuit Court)
Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

ER-85646001
& ER-85647001
850782-EI & 850783-EI
R-860378
R-850267

New England Power Company (FERC)
Florida Power & Light Company (Florida PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
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851007-WU
& 840419-SU
G-002/GR-86- I60
7195 (Interim)
87-01 -03
87-01 -02

R-860378
3673-
29484
U-8924
Docket No. l
Docket E-2, Sub 527
870853
880069* *
U-1954-88-102
T E-1032-88-102
89-0033
U-89-2688-T
R-891364
F.C. 889
Case No. 88/546*

Florida Cities Water Company (Florida PSC)
Northern States Power Company (Minnesota PSC)
Gulf States Utilities Company (Texas PUC)
Connecticut Natural Gas Company (Connecticut PUC))
Southern New England Telephone Company
(Connecticut Department of Public Utility Control)
Duquesne Light Company Surrebuttal (Pennsylvania PUC)
Georgia Power Company (Georgia PSC)
Long Island Lighting Co. (New York Dept. of Public Service)
Consumers Power Company - Gas (Michigan PSC)
Austin Electric Utility (City of Austin, Texas)
Carolina Power & Light Company (North Carolina PUC)
Pennsylvania Gas and Water Company (Pennsylvania PUC)
Southern Bell Telephone Company (Florida PSC)
Citizens Utilities Rural Company, Inc. & Citizens Utilities
Company, Kinsman Telephone Division (Arizona CC)
Illinois Bell Telephone Company (Illinois CC)
Puget Sound Power & Light Company (Washington UTC))
Philadelphia Electric Company (Pennsylvania PUC)
Potomac Electric Power Company (District of Columbia PSC)
Niagara Mohawk Power Corporation, et al Plaintiffs, v.
Gulf+Westem, Inc. et al, defendants (Supreme Court County of

87-11628*

890319-EI
891345-EI
ER 8811 0912]
6531
R0901595
90-10
89-12-05
900329-WS
90-12-018
90-E-1185
R-911966
1.90-07-037, Phase 11

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-174***

U-1551-89-102
& U-1551-89-103
Docket No. 6998

Onondaga, State of New York)
Duquesne Light Company, et al, plaintiffs, against Gulf+
Western, Inc. et al, defendants (Court of the Common Pleas of
Allegheny County, Pennsylvania Civil Division)
Florida Power & Light Company (Florida PSC)
Gulf Power Company (Florida PSC)
Jersey Central Power & Light Company (BPU)
Hawaiian Electric Company (Hawaii PUCs)
Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)
Souther New England Telephone Company (Connecticut PUC)
Souther States Utilities, Inc. (Florida PSC)
Souther California Edison Company (California PUC)
Long Island Lighting Company (New York DPS)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBs) Department of the Navy and all Other
Federal Executive Agencies (California PUC)
Southwest Gas Corporation (Arizona CC)
Sun City Water Company (Arizona RUCO)
Havasu Water Company (Arizona RUCO)
Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)
Southwest Gas Corporation -
Corporation Commission)
Hawaiian Electric Company (Hawaii PUC)

Rebuttal and PGA Audit (Arizona

TC-91 -040A and
TC-91 -040B

9911030-WS &
911-67-WS
922180
7233 and 7243

intrastate Access Charge Methodology, Pool and Rates
Local Exchange Carriers Association and South Dakota
Independent Telephone Coalition
General Development Utilities - Port Malabar and
West Coast Divisions (Florida PSC)
The Peoples Natural Gas Company (Pennsylvania PUC)
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC)
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R-00922314
& M-920313C006
R00922428
E-1032-92-083 &
U-1656-92-183

Metropolitan Edison Company (Pennsylvania PUC)
Pennsylvania American Water Company (Pennsylvania PUC)

92-09- l9
E- 1032-92-073
UE-92- 1262
92-345
R-932667
U-93-60**
U-93-50* *
U-93-64
7700
E-1032-93-111 &
u- 1032-93- 193
R-00932670
U-1514-93-169/
E- 1032-93- 169
7766
93-2006- GA-AIR*
94-E-0334
94-0270
94-0097
PU-314-94-688
94- 12-005-Phase I
R-953297
95-03-01
95-0342
94-996-EL-AIR
95- 1000-E
Non-Docketed
Staff Investigation
E- 1032-95 -473
E- 1032-95-433

GR-96-285
94-10-45
A.96-08-001 et al.

96-324
96-08-070,et al.

97-05-12
R-00973953

97-65

Citizens Utilities Company, Agua Fria Water Division
(Arizona Corporation Commission)
Southern New England Telephone Company (Connecticut PUC)
Citizens Utilities Company (Electric Division), (Arizona CC)
Puget Sound Power and Light Company (Washington UTC))
Central Maine Power Company (Maine PUC)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
Matanuska Telephone Association, inc. (Alaska PUC)
Anchorage Telephone Utility (Alaska PUC)
PTI Communications (Alaska PUC)
Hawaiian Electric Company, Inc. (Hawaii PUC)
Citizens Utilities Company - Gas Division
(Arizona Corporation Commission
Pennsylvania American Water Company (Pennsylvania PUC)
Sale of Assets CC&N from Conte] of the West, Inc. to
Citizens Utilities Company (Arizona Corporation Commission)
Hawaiian Electric Company, Inc. (Hawaii PUC)
The East Ohio Gas Company (Ohio PUC)
Consolidated Edison Company (New York DPS)
Inter-State Water Company (Illinois Commerce Commission)
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC)
Application for Transfer of Local Exchanges (North Dakota PSC)
Pacific Gas & Electric Company (California PUC)
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC)
Southern New England Telephone Company (Connecticut PUC)
Consumer Illinois Water, Kankakee Water District (Illinois CC)
Ohio Power Company (Ohio PUC)
South Carolina Electric & Gas Company (South Carolina PSC)
Citizens Utility Company - Arizona Telephone Operations
(Arizona Corporation Commission)
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC)
Citizens Utility Co. - Arizona Electric Division (Arizona CC)
Collaborative Ratemaking Process Columbia Gas of Pennsylvania
(Pennsylvania PUC)
Missouri Gas Energy (Missouri PSC)
Southern New England Telephone Company (Connecticut PUC)
California Utilities' Applications to Identity Sunk Costs ofNon-
Nuclear Generation Assets, & Transition Costs for Electric Utility
Restructuring, & Consolidated Proceedings (California PUC)
Bell Atlantic - Delaware, Inc. (Delaware PSC)
Pacific Gas & Electric Co., Southern California Edison Co. and
San Diego Gas & Electric Company (California PUC)
Connecticut Light & Power (Connecticut PUC)
Application of PECO Energy Company for Approval of its
Restructuring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania PUC)
Application of Delmarva Power &Light Co. for Application of a
Cost Accounting Manual and a Code of Conduct (Delaware PSC)
Energy Gulf States, Inc. (Cities Steering Committee)
Southwestern Telephone Co. (Arizona Corporation Commission)
Delaware - Estimate Impact of Universal Services Issues
(Delaware PSC)

16705
E-1072-97-067
Non-Docketed
Staff Investigation
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PU-314-97-12
97-0351
97-8001

US West Communications, Inc. Cost Studies (North Dakota PSC)
Consumer Illinois Water Company (Illinois CC)
Investigation of Issues to be Considered as a Result of Restructuring of Electric
Industry (Nevada PSC)
Generic Docket to Consider Competition in the Provision
of Retail Electric Sen/ice (Arizona Corporation Commission)

98-05-006-Phase I San Diego Gas & Electric Co., Section 386 costs (California PUC)
9355~U Georgia Power Company Rate Case (Georgia PUC)
97-12-020 - Phase I Pacific Gas & Electric Company (California PUC)
U-98-56, U-98-60, Investigation of 1998 Intrastate Access charge filings
U-98-65, U-98-67 (Alaska PUC)
(U-99-66, U-99-65, Investigation of 1999 Intrastate Access Charge tiling
U-99-56, U-99-52) (Alaska PUC)
Phase II of97~SCCC-149-G]T

U-0000-94-165

PU-314-97-465
Non-docketed Assistance Bell Atlantic -

Contract Dispute

Non-docketed Project
Non-docketed
Project
E-1032-95-417

T-l05lB-99-0497

T-01051B-99-0105
A00-07-043
T-0 l05 IB-99-0499
99-419/420
PU314-99-119

Southwester Bell Telephone Company Cost Studies (Kansas CC)
US West Universal Service Cost Model (North Dakota PSC)

Delaware, Inc., Review of New Telecomm.
and Tariff Filings (Delaware PSC)
City of Zealand, MI - Water Contract with the City of Holland, MI
(Before an arbitration panel)
City of Danville, IL - Valuation of Water System (Danville, IL)
Village of University Park, IL - Valuation of Water and
Sewer System (Village of University Park, Illinois)
Citizens Utility Co., Maricopa Water/Wastewater Companies
et al. (Arizona Corporation Commission)
Proposed Merger of the Parent Corporation of Qwest
Communications Corporation, LCI International Telecom Corp.,
and US West Communications, Inc. (Arizona CC)
US West Communications, Inc. Rate Case (Arizona CC)
Pacific Gas & Electric - 2001 Attrition (California PUC)
US West/Quest Broadband Asset Transfer (Arizona CC)
US West, Inc. Toll and Access Rebalancing (North Dakota PSC)
US West, Inc. Residential Rate Increase and Cost Study Review
(North Dakota PSC
Ameritech -98-0252 Illinois, Review of Alterative Regulation Plan

00-108
U-00-28
Non-Docketed

00-11-038
00-11-056
00-10-028

98-479

99-457

99-582

99-03-04

(Illinois CUB)
Delmarva Billing System Investigation (Delaware PSC)
Matanuska Telephone Association (Alaska PUC)
Management Audit and Market Power Mitigation Analysis of the
Merged Gas System Operation of Pacific Enterprises and Enova
Corporation (California PUC)
Southern California Edison(CaliforniaPUC)
Pacific Gas & Electric (California PUC)
The Utility Reform Network for Modification of Resolution E-
3527 (California PUC)
Delmarva Power & Light Application for Approval of its Electric
and Fuel Adjustments Costs (Delaware PSC)
Delaware Electric Cooperative Restructuring Filing (Delaware
PSC)
Delmarva Power & Light db Conectiv Power Delivery
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC)
United Illuminating Company Recovery of Stranded Costs
(Connecticut OCC)
Connecticut Light & Power (Connecticut OCC)99-03-36

Civil Action No.
98-1117 West Penn Power Company vs. PA PUC (Pennsylvania PSC)
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Case No. 12604
Case No. 12613
41651
13605-U
14000-U
13196-U

Non-Docketed

Non-Docketed

Application No.
99-01-016,

Upper Peninsula Power Company (Michigan AG)
Wisconsin Public Service Commission (Michigan AG)
Northern Indiana Public Service Co Overeamings investigation (Indiana UCC)
Savannah Electric & Power Company - FCR (Georgia PSC)
Georgia Power Company Rate Case/M&S Review (Georgia PSC)
Savannah Electric & Power Company Natural Gas Procurement and Risk
Management/Hedging Proposal, Docket No. 13196-U (Georgia PSC)
Georgia Power Company & Savannah Electric & Power FPR
Company Fuel Procurement Audit (Georgia PSC)
Transition Costs of Nevada Vertically Integrated Utilities (US Department of
Navy)
Post-Transition Ratemaking Mechanisms for the Electric Industry

Restructuring (US Department of Navy)

Phase I
99-02-05
01-05-19-RE03

G-01551A-00-0309

00-07-043

Connecticut Light & Power (Connecticut OCC)
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas Corporation, Application to amend its rate
Schedules (Arizona CC)
Pacific Gas & Electric Company Attrition & Application for a rate increase
(California PUC)

97- I2-020
Phase II
01 - 10- 10
1371 l-U
02-001
02-BLVT-377-AUD
02-S&TT-390-AUD
01 -SFLT-879-AUD

01-BSTT-878-AUD

Pacific Gas & Electric Company Rate Case (California PUC)
United Illuminating Company (Connecticut OCC)
Georgia Power FCR (Georgia PSC)
Verizon Delaware §271(Delaware DPA)
Blue Valley Telephone Company Audit/General Rate Investigation (Kansas CC)
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC)
Sunflower Telephone Company Inc., Audit/General Rate Investigation
(Kansas cc)
Bluestem Telephone Company, Inc. Audit/General Rate Investigation
(Kansas CC)

p404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

U-01-34

Sherburne County Rural Telephone Company, db as Connections, Etc,
(Minnesota DOC)
ACS of Alaska, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Anchorage, db as Alaska Communications Systems (ACS), Rate Case

U-01-83

U-01-87

(Alaska Regulatory Commission PAS)
ACS of Fairbanks, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of the Northland, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC)
Wheat State Telephone Company (Kansas CC)
Golden Belt Telephone Association (Kansas CC)
Shoreham Telephone Company, Inc. (Vermont BPU)

96-324, Phase II
03-WHST-503~AUD
04-GNBT- 130-AUD
Docket 6914
Docket No.
E-01345A-06-009
Case No.
05-1278-E-PC-PW-42T

Arizona Public Service Company (Arizona Corporation Commission)

Docket No. 05-304
Docket No. 04-0113

Appalachian Power Company and Wheeling Power Company both d/b/a
American Electric Power (West Virginia PSC)
Delmarva Power & Light Company (Delaware PSC)
Hawaiian Electric Company (Hawaii PUC)
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Case No. U-14347 Consumers Energy Company (Michigan PSC)
Case No. 05-725-EL~UNCCincinnati Gas & Electric Company (PUC of Ohio)
Docket No. 21229-U Savannah Electric & Power Company (Georgia PSC)
Docket No. 19142-U Georgia Power Company (Georgia PSC)
Docket No.
03-07-01RE01
Docket No. 19042-U
Docket No. 2004-178-E
Docket No. 03-07-02
Docket No. EX02060363,
Phases I&II Rockland Electric Company (NJ BPU)
Docket No. U-00-88 ENSTAR Natural Gas Company and Alaska Pipeline Company (Regulatory

Commission of Alaska)

Connecticut Light & Power Company (CT DPUC)
Savannah Electric & Power Company (Georgia PSC)
South Carolina Electric & Gas Company (South Carolina PSC)
Connecticut Light & Power Company (CT DPUC)

Yankee Gas Service (CT DPUC)

Southwest Gas Corporation (Arizona Corporation Commission)
Interior Telephone Company, Inc. (Regulatory Commission of Alaska)

South Central Telephone Company (Kansas CC)

Tri-County Telephone Company (Kansas CC)

Phase 1-2002 IERM,
Docket No.
01 -05- 19 REO3
Docket No.
G-01551A-00-0309
Docket No. U-02-075
Docket No. 05-SCNT-
1048-AUD
Docket No, 05-TRCT-
607-KSF
Docket No. 05-KOKT-
060-AUD
Docket No. 2002-747
Docket No. 2003-34
Docket No. 2003-35
Docket No. 2003-36
Docket No. 2003-37
Docket Nos. U-04-022,
U-04-023
Case 05-116-U/06-055-U
Case 04-137-U
Case No. 7109/7160
Case No. ER-2006-0315
Case No. ER-2006-0314
Docket No. U-05-043,44
A-122250F5000

Kan Okla Telephone Company (Kansas CC)
Northland Telephone Company of Maine (Maine PUC)
Sidney Telephone Company (Maine PUC)
Maine Telephone Company (Maine PUC)
China Telephone Company (Maine PUC)
Standish Telephone Company (Maine PUC)

E-01345A-05-0816
Case No. U- 14347
E-01345A-06-009
05- 1278-E-PC-PW-42T

Anchorage Water and Wastewater Utility (Regulatory Commission of Alaska)
Energy Arkansas, Inc. EFC (Arkansas Public Service Commission)
Southwest Power Pool RTO (Arkansas Public Service Commission)
Vennont Gas Systems (Department of Public Service)
Empire District Electric Company (Missouri PSC)
Kansas City Power & Light Company (Missouri PSC)
Golden Heart Utilities/College Park Utilities (Regulatory Commission of Alaska)
Equitable Resources, Inc. and The Peoples Natural Gas Company, d/b/a
Dominion Peoples (Pennsylvania PUC)
Arizona Public Service Company (Arizona CC)
Consumers Energy Company (Michigan PSC)
Arizona Public Service Company (Arizona CC)
Appalachian Power Company and Wheeling Power Company both d/b/a
American Electric Power Co. (West Virginia PSC)
Delmarva Power & Light Company (Delaware PSC)
Hawaiian Electric Company (Hawaii PUC)
Cincinnati Gas & Electric Company (Ohio PUC)
Savannah Electric & Power Company (Georgia PSC)
Anchorage Water Utility (Regulatory Commission of Alaska)

Docket No. 05-304
Docket No. 04-0113
05-806-EL-UNC
Docket No. 21229-U
U-06-45
03-93-EL-ATA,
06- 1068-EL-UNC
PUE-2006-00065
G-04204A-06-0463 et. al
Docket No. 2006-0386
E-01933A-07-0402

Duke Energy Ohio (Ohio PUC)
Appalachian Power Company (Virginia Corporation Commission)
UNS Gas, Inc. (Arizona CC)
Hawaiian Electric Company, Inc (Hawaii PUC)
Tucson Electric Power Company (Arizona CC)
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G-01551A-07-0504
Docket No.UE-072300
PUE-2008-00009
PUE-2008-00046
E-01345A-08-0172
A-2008-2063737

Southwest Gas Corporation (Arizona CC)
Puget Sound Energy, Inc. (Washington UTC)
Virginia-American Water Company (Virginia SCC)
Appalachian Power Company (Virginia SCC)
Arizona Public Service Company (Arizona CC)
Babcock & Brown Infrastructure Fund North America, LP. and The Peoples
Natural Gas Company, d/b/a Dominion Peoples (Pennsylvania PUC)
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UNS Gas, Inc.
Capital Structure & Cost Rates

Docket No. G-04204A-08-0571
Schedule D
Page 2 of 2

Test Year Ended June 30, 2008

Line
No. Capital Source

Cost
Rate

(c )

Weighted Avg.
Cost of Capital

(D)
estimated Inflation

1
2
3
4

Capitalization
Amount

(A)
Calculation 1 - Reduce Recommended OCRB-Based Return
Short-Term Debt n/a
Long-Term Debt 99,265
Common Stock Equity 99,242

Total Capital 198,507

S
$
s

Percent

(B)
on Equity for E

n/a
50.01%
49.99%

100.00%

3.95%
6.49%
6.11% [a]

n/a
3.25%
3.05%
6.30%

r Estim
3.95%
6.49%
8.61%

ate Inflation
5
6
7
8

9
10

Calculation 2 - Reduce Recommended OCRB-Based Overall Rate of Return fo
Short-Term Debt $ - 0.00%
Long-Term Debt $ 99,265 50.01%
Common Stock Equity $ 99,242 49.99%

Total Capital $ 198,507 100.00%

Fair Value Adjustment
UNS Gas Proposed Return

n/a
3.25%
4.30%
7.55%

-2.50% [b]
5.05%

11
12
13
14
15

89,952,641
89,931,798

179,884,439

Cost
0.00%

35.57%
35.56%

3.95%
6.49%
8.61%

0.00%
2.31%
3.06%

28.87%
100.00%

0% [c]
16

Calculation 3 - With Fair Value Rate Base Increment at Zero
Short-Term Debt S
Long-Term Debt $
Common Stock Equity $

Capital financing OCRB $
Appreciation above OCRB
not recognized on utility's books
Total capital supportingFVRB

$ 72,993,413
s 252,877,852

0.00%
5.37%

17
18
19
20
21

3.95%
6.49%
8.61%

0.00%
2.31%
3.06%

28.87%
100.00%

1.25% rd]
22

Calculation 4 - With Fair Value Rate Base Increment at 1.25 Percent
Short-Term Debt $ - 0.00%
Long-Term Debt $ 89,952,641 35.57%
Common Stock Equity $ 89,931,798 35.56%

Capital financing OCRB $ 179,884,439
Appreciation above OCRB
not recognized on utility's books
Total capital supportingFVRB

$ 72,993,413
$ 252,877,852

0.36%
5.73%

-2.50%
-2.50%

[d]

Notes and Source
[a] Per RUCO witness William Rigsby, inflation to remove from OCRB-based ROE:
[b] Per RUCO witness Rigsby, inflation to remove from OCRB-based Overall Rate of Return :
[c] The appreciation of Fair Value over Original Cost has not been recognized on the utility's books.

Such off-book appreciation has not been financed by debt or equity capital recorded on the utility's books.
The appreciation over Original Cost book value is therefore recognized for cost of capital
purposes at zero cost.
Approximates the mid-point of a range from zero to 2.5 percent, with 2.5 percent representing an approximate
real risk-free rate of return

Lines 11-22, Col.A:
Fair Value Rate Base $ 252,877,85 l
Original Cost Rate Base $ 179,884,439
Difference S 72,993,4 la

Difference is appreciation of Fair Value over Original Cost that is not recognized on the utility's books.

Schedule A
Schedule A
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UNS Gas, Inc.
Properly Tax Expense

Docket No. G-04204A-08-0571
Schedule C-11
Page 1 of 1

Test Year Ended June 30, 2008

Line
No. Description Amount Reference

1

2

3

UNS Gas Proposed Increase to Property Tax Expense
RUCO Proposed Increase to Property Tax Expense
Adjustment to Property Tax Expense

s
$
s

1,354,074
1,123, 161
(230,913)

A
B

L2 -LI

Notes and Source
A: UNS Gas Filing, Schedule C-2, page 4, line 7
B: Amounts taken from Company workpapers used to calculate its property tax expense adj vestment

Transmission
$ 12,465,045

Distribution
s 177,788,678

s
s

(55,514)
(539,039)

s
$
s
s
s

$
s
$
$
$

General/
Intangible
13,656,266
(3,786,247)

(332,698)
(238,708)

93,000

s
s
$
$
$
s
$$ $

Total
203,909,989

(3,786,247)
(559,555)

(4,042,395)
1,059, 162
2,010,060

198,591 ,014

4

5
6
7
8
9
10
11
12
13
14

$ s $ 43,690,023

Uti l i ty Plant in Service Taxes
Total Net Plant in Service - Rate Base
Less: Licensed Transportation in Rate Base
Less: Land Cost & Rights of Way in Rate Base
Less: Environmental Property in Rate Base
Plus: Land FCV Per Arizona Dept. of Revenue
Plus: Materials & Supplies in Rate Base
Plant in Service Full Cash Value
Assessment Ratio *
Taxable Value
Average Tax Rate
Property Tax $

l 1,870,492
22.0%

2,611,508
7.6127%
198,806 $

(171,343)
(3,264,648)

966,162
2,010,060

177,328,909
22.0%

39,012,360 $
7.6127%

2,969,894 $

9,391,613
22.0%

2,066,155
7.6127%
157,290 $

$ s $

s $ s $
22.0%

15
16
17
18
19
20
21

$ s s $

Environmental Property in Rate Base
Statutory Full Cash Value Adjustment
Environmental Full Cash Value
Assessment Ratio*
Taxable Value
Average Tax Rate
Property Tax $

539,039
50%

269,520
22.0%

59,294
7.6127%

4,514 s

3,264,648
50%

1,632,324
22.0%

359,111
7.6127%
27,338 $

238,708
50%

119,354
22.0%

26,258
7.6127%

1,999 s

22
23
24
25
26

$
s
s
$
$

203,320 $
s
s
s
s

2,997,232 s
$
$
$
$

Total Property Taxes
Property Taxes on Leased Property
Total Property Tax Expense
Less: Recorded Property Taxes Excluding Call Center
Property Tax Expense Adjustment

203,320
(167,683)

35,637

2,997,232
( l ,98l ,552)
1,015,680

159,289 $
19,325 a $

178,614 $
(106,770) s

71,844 $

3,359,841
19,325

3,379,166
(2,256,005)
1,123,161

Total
27
28
29
30
31

$ $

$ $ $ 15,441

$

$

$

ozProperty Tax for Leases calculated as follows (amounts taken from Company workpaper)
Cottonwood Lease Primary Value Secondary Value
Full Cash Value $ 962,504 $ 1,145,159
Assessment Ratio* 22.0% 22.0%

Taxable Value 211,751 251 ,935
Tax Rate 5.6883% 1.3479%
Property Tax 12,045 3,396

Nogales Lease
Full Cash Value
Assessment Ratio*
Taxable Value
Tax Rate
Property Tax
Percentage Allocated to UNS Gas
Property Taxes Allocated
Total Lease Taxes

32
33
34
35
36
37
38
39

$

432,493
22.0%

95, 148
10.2038%

9,709
40%

3,884 $
$

3,884
19,325

* 2009 Arizona Statutory Assessment Ratio 22.0%

FERC 408
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Attachment RCS-3

Excerpts from NARUC-sponsored Audits of the
Expenditures of the American Gas Association
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AUDIT REPORT ON THE EXPENDITURES

OF THE

AMERICAN GAS ASSGCIATION

(For the 12 month period ended December 31,1999)

JUNE 2001

n m

COMMITTEE ON
UTILITY ASSOCIATION OVERSIGHT

National Association of
Regulatory Utility Commissioners
1101 Vermont Avenue; Suite 200

Washington, D.C. 20005

Telephone No. (202) 1898-2200



EXPENSE CATEGCRY PERCENTAGE

Public Affairs 15.43%

Communications 11.64%

Media Communications:

Commercial Equipment 4.47%

Environmental 0.74 %

Promotional 0.74%

Residential Equipment 2.96%

Corporate Affairs & International

1General Counsel & Co orate Secreta 4.02%

Re late Affairs 11.20%

Marketing Services 15.02%

Operating & Engineering Services 14.70%

Policy & Analysis 12.07%

Indus Finance 84 Admin. Programs 2.94 %

0.00%
I

TOTAL 107.23% *

Docket No. G-04204A-08-0571
Attachment RCS-3
Page 3 of 11

AMERICAN GAS ASSOCIATION
SUMMARY OF EXPENSES

FOR THE YEAR ENDED DECEMBER 31,1999

11.30%

I, General & Administrative Expense

* Expense in excess of 100% not funded by dues.

Note : The table above was prepared by the Staff Subcommittee on Utility Association
Oversight and should be read in conjunction with the audited financial statements and
schedules contained within this report. The expense categories listed above relate to
audit definitions found on page 111-3 herein.

I!
I

I



American Gas Association

Expenditures Funded by Member Dues

For the Year Ended December 3 I, 1999

Docket No. G-04204A~08-0571
Attachment RCS~3
Page 4 of 11

Group

Number

Group

Name

Net

Expense Adjustments
G&A

Allocation

(5)

Adjusted
Net

Expense

t o

of

Dues

03 Public Affairs 4,147,682 3, 4 (1 ,690,669) 455,752 2,912,765 15.43%

03 Communications 4 1,698,695 498,479 2,197,174 1 1.64%

08 Media Communications
Commercial Equipment
Environmental
Promotional
Residential Equipment

759,932

126,708

126,708

503,934

1,2

1,2

1.2

1,2

61,868

10,1416

10,316

41,027

21,400

3,568

3,568

14,191

843,200

140,592

140 59°
559,152

4.47%
0.74%
0.74%
196%

06. 16 Corporate Affairs and International 1,483,688 3 (5,217) 655,144 2,133,615 11.30%

General Counsel & Corp. Secretary 588,436 3 170,907 759,343 4.0*0'b

09 Regulatcrry Affairs 1,492,676 'v
J 194,393 427,268 2,114,337 T

I. 1.20%

08 Marketing Services 4,654,503 1, 2 (2,302,920) 484,237 2,835,820 1=-.0*%

14 Operating & Engineering Services 1,949,534 826,051 2,775.585 !470°€»

Policy & Analysis 1,374,743 1 277.704 626,659 2,279,106 l2.07'3o

]'s Industry Finance & Admin. Programs 498,349 56,969 555,818 2.94%

91.10.11 General & Administrative Expense 4,247,002 n
J (2,809) (4,244,l93) 0.00%

Grand Total 21,953,895 $ (l,707,296) $ S 20,246,599 107.3%

05

Adjustments as a result ofA.G.A,/NARUC Oversight Committee Staff agreement,
I Allocation of Group Vice President's salaries.
2 Media Communications portion of division expenses.
3 Expenses transferred to Government Relations.
4 Breakout of communications portion of division expenses
5 G&A allocated on basis of equivalent full-time employees during 1999.
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Atv1ER1CAN GAS ASSOCIATION

Definitions of Functional Cost Centers
For the Year Ended December 31 , 1999

COST
CENTER DESCRIPTION

03 Communications develops informational materials for member companies and
consumers and coordinates all media activity.

Public affairs provides members with information on legislative developments:
prepares testimony, comments, and filings regarding legislative activities, lobbies on
behalf of the industry.

US Media Communications manages the development and placement of consumer
information advertisements in national print and electronic media.

Commercial Equipment - explains the use of specific models of
commercial/institutional equipment, emphasizing cost savings energy
efficiency and the other additional benefits of natural gas.

Environmental - describes the environmental benefits of natural gas to
advocate its increased use to replace other fuels.

Industrial Equipment - explains cost-savings, energy-savings and other
benefits provided by the industrial applicationsof specific equipment.

Institutional - to enhance the image of the natural gas industry as a business
entity.

Power Generation Natural Gas Equipment - explains cost-savings. energv-
savings and other benefits provided by specific equipment for generating
power.

Promotional - promotes the efficient use of natural gas by emphasizing the
resource efficiency,cost and other inherent qualities of natural gas.

Residential Equipment - explains cost-savings, energy-savings, and other
related benefits to the customer/user provided by certain models of residential
natural gas appliances such as boiler, furnaces, ranges and water heaters.

12 Finance & Administration develops and implements programs in such areas as
accounting, human resources and risk management for member companies.

HI-3
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05 General Counsel & Corporate Secretaw provides legal counsel to the Association

06 Corporate Affairs provides opportun'ities for interaction between member
companies and the financial community. The focus is to promote interest in the
investment opportunities in the industry.

09 Regulatorv Affairs provides members with information on FERC and state
regulatory developments, prepares testimony, comments, and filings regarding
regulatory activities.

08 Market Development assists members in their efforts to encourage the most efficient
utilization of gas energy by exchanging information about marketing trends,
conducting utilization efficiency programs and exploring market opportunities.

14 Operating & Engineering develops and implements programs and practices to meet
the operational, safety and engineering needs of the industry.

07 Policy 8¢ Analysis identiflesthe need for and conducts energy analyses and modeling
efforts in the areas of gas supply and demand, economics and the environment.

General & Administrative includes:

01 Office of the President provides senior management guidance for all A.G.A.
activities.

10 Human Resources develops and administers employee programs and provides
general office and personnel services.

I1 Finance and Administration develops and administers financial accounting
and treasury services and maintains computers services capability.

x Pipeline Research: develops, manages and evaluates pipeline research projects that
provide advances in technology.

* Reserve: Extraordinary adjustments are recorded as reserve charges.
adjustments are identified in the audited financial statements.

Major

Not funded by current year General Fund Dues.
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Fnvirlmmantal

Industrial Equipment 1.36%

1.46%

8.40%

Promotional

Residential Equipment

General Counsel & Corporate Secretary

Government Relations

12.17%

5.54%

23.86%
Marketing Services 16.20%

-0.18%

4.90%

9.51%

0.00%

J. 84
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u
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Commune°cations 10.27%

MEDIA comma~ncAnons=

Commexrcial Equipment 5.96%

Governmaxt Relations

Marketing Services

Meeting Services

Opexarting &Engineering Servicers

Planning & Analysis

General & Administrative Expense .

TOTAL 102.82% *

Docket No. G-04204A-08-0571
Attachment RCS~3
Page 8 of 11

AMERICAN GAS ASSOCIATION
SUMMARY OF EXPENSES

FOR THE YEAR ENDED DECEMBER 31, 1998

* Expense in excess of 100% not funded by dues.

Note: The table above was prepared by the Staff Subcommittee on Utility Association
Dversight and should be read in conjunction with the audited financial statements and
schedules contained within this report. The expense categories listed above relate to
audit definions found on page 111-3 herein.



American Gas Association _
Expenditures Funded by Member Dues
For the Year Ended December 31, 1998
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Group
Number

Group
Name

Net
Expense Adjustments

G&A
Allocation

(4)

Adjusted
Net

Expense

%
of

Dues

03 Communications 1,561;6I2 2 (2,679) 430,782 1,989,715 l0.27%

13 Media Communications
Commercial Equipment
Environmental
IndustrialEquipment
Promotional
ResidentialEquipment

z , 105,739
625,598
252,954
270,820

1,557,378

1,2
1,2
1,2
1,2
1,2

31 ,943
I 8,072
7,307
7,823

44,990

17,848
10,098
4,083
4,372

25,139

1,155,530
653,768
264,344
283,015

1,627,507

5.96%
3.37%
1.36%
1 .46%
8.40%

06 Finance & Administration Services 1,797,937 3 (13,893) 574,377 2,358,420 12.17%

05 General Counsel & Corp. Secretary 938,797 3 (8,566) 143,594 1,073,825 5.54%

09 Government Relations 3,802,555 3 22,459 800,025 4,625,039 23.86%

08 Marketing Services 2,693,462 I (107,456) 553,863 3,139,869 l6.20%

04 Meeting Services (34,155) (34,155) -0.18%
I

14 Operating & Engineering Services 661,825 an 287,188 949,013 4.90%

07 Policy & Analysis 1,392,718 451,296 1,844,014 9.51%

01,10,1 I General & Administrative Expense 3,302,665 (3,302,665) 0 0.00%

GrandTotal 19,929,905 s  0 s o s 19,929,905 102.84%

Adjustments as a result of A.G.A./NARUC Qversight Committee Staff' agreement.
l Allocation of Group Vice President's salaries.
2 Media Communications portion of division expenses.
3 Expenses transferred to Government Relations.
4 G&A allocated on basis of equivalent full-time employees during 1997.

IiI-2
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AMERICAN GAS ASSOCIATION

Definitions of Functional Cost Centers
For the Year Ended December 3 I , 1998

COST
CENTER DESCRIPTION

03 Communications develops informational materials for member companies and
consumers and coordinates all media activity.

13 Media Communications manages the development and placement of consumer
information advertisements in national print and electronic media

Commercial Equipment - explains the use of specific models of
commercial/institutional equipment, emphasizing cost savings energy
efficiency and the other additional benefits of natural gas.

Environmental - describes the environmental benefits of natural gas to
advocate its increased use to replaceother fuels.

Industrial Equipment - explains cost-savings, energy~savings and other
benefits provided by the industrial applications of specific equipment.

Promotional - promotes the efficient use of natural gas by emphasizing the
resource efficiency, cost and other inherent qualities of natural gas.

Residential Equipment - explains cost-savings, energy-savings, and other

related benefitsto the customer/user provided by certain models of residential

natural gas appliances such as boiler, furnaces, ranges and water heaters.

06/

16

Finance & Administration develops and implements programs in such areas as
accounting, human resources and risk management for member companies.

05 General Counsel 8; Corporate Secretaryprovides legal counsel to the Association.

OF Government Relations provides members with information on legislative and
regulatory developments, prepares testimony, comments, and filings regarding
legislative and regulatory activities; lobbies on behalfofthe industry.

08 Marketing assists members in dteir efforts to encourage the most efficient utilization
of gas energy by exchanging information about marketing trends, conducting
utilization efficiency programs and exploring market opportunities.

HI-3
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04 Meeting Services and Membership Services provides support services for committee
meetings and conferences; In addition, coordinates services provided to members.

14 Operating & Engineering develops and implements programs and practices to meet
the operational, safety and engineering needs of the industry.

07 Policv ac Analysis identifies the need for and conducts energy analyses and modeling
efforts in the areas of gas supply and demand, economics and the environment.

General & Administrativeincludes:

01 Office of the President provides senior management guidance for dl A.G.A.
activities.

10 Human Resources develops and administers employee programs and provides
general office and personnel services.

11 Finance and Administration develops and administers financial accounting
and treasury services and maintains computers services capability.

'* Pipeline Research: develops, manages and evaluates pipeline research projects that
provide advances in technology.

* Reserve: Extraordinary adjustments are recorded as reserve charges.
adj ustrnents are identified in the audited financial statements.

Moor

* Not funded by current year General Fund Dues.

111-4
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Excerpt from Florida PSC City Gas Company rate case 01152004

State ofFlorida

Public Service Commission
Capital Circle Office Center 2540 Shu nard Oak :Boulevard

Tallahassee, Florida 32399-0850

MEMORANDUM

DA'rE=DECEMBER 23, 2003

TO:DIRECTOR, DIVISION OF THE COMMISSION CLERK & ADMINISTRATIVE
SERVICES (BAYO)

FROM:DIWSION OF ECONOMIC REGULATION (BRINKLEY, BAXTER,
DRAPER, GARDNER, HBWITT, KAPROTH, KENNY, LESTER, LinGo, c. ROMIG,

SPR1NGER, STALLCUP, WHEELER, WINTERS)
DIVISION OF COMPETITIVE SERVICES (mAt<In)
OFFICE OF THE GENERAL COUNSEL (JAEGER)

RE:DOCKET no. 030569-GU - APPLICATION FOR RATE INCREASE BY CITY
GAS COMPANY OF FLOR1DA.

AGENDA:01/06/04 - REGULAR AGENDA - PROPOSED AGENCY ACTION -
INTERESTED PERSONS MAY PARTICIPATE

CRITICAL DATES:5-MONTHEFFECTIVE DATE: JANUARY 15, 2004 (PAA
RATE CASE)

SPECIAL INSTRUCTIONS:NONE

FILE NAME AND LOCATION:S:\PSC\ECR\WP\City Gas 030569-GU\
Fina1.RCM

Final Attachments 1-5.123
Final Attachments6A-7P. 123

Finial Attachment8.xls
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ISSUE 39: Is City Gas's $(2,847) adjustment to Account 921, Ofliee Supplies and
Expenses, for American Gas Association membership dues appropriate?

RECOMMENDATION: No. Account 921, Oiiice Supplies and Expenses, should be
reduced by an additional $13, 178 for American Gas Association membership dues related
to charitable contributions and advertising that is not informational or educational in
nature. (C. ROMIG)

STAFF ANALYSIS: On MPR Schedule.G-2, Page 17 of 34, the Company included
$1 ,966,495 in its Account 921, Office Supplies and Expense for the 2003 interim year.
Included in this amount is $39,277 related to American Gas Association (AGA)
mernbemship dues. This was inflated for customer growth andgeneral inflation of 1.0232
to $40,188. On MFR G-2, Page 2 of34, it removed $2,847 that was labeled as
"attributable to lobbying." Thisrepresents an adjustment of 7.08%.

In City Gas's last rate case, In re: Request for rate increase by City Gas Company of
Florida, Docket No. 000768-GU, Order No. PSC-01-0316-PAA-GU, issued February 5,
2001, the Company removed $4,045 for AGA dues for lobbying. The Commission
removed an additional combined amount of $4,970 for memberships, dues and
contributions. In re: Application for a rate increase by City Gas Company of Florida,
Docket No. 940276-GU, OTd€!' No. PSC-94-0957-FOP-GU, issued August 9, 1994, for
interim purposes, the Commission disallowed 40% of AGA dues. This order stated that
the percentage was based on the 1993 National Association of RegulatOry Commission's
(NARUC) Audit Report on the Expenditures of the American Gas Association (Audit
Report). Order No. PSC-94-0957-FOF-GU further stated that this reduction was
consistent with adjustments made in rate cases involving other gas companies. In the final
order in Docket No. 940276-GU, Order No. PSC-94-1570-FOF-GU, issued December
19, 1994, the Commission removed 40.48% of AGA dues "which were related to
lobbying and advertising that did not meet the criteria of being informational or
educational in nature." In re: Request for rate increase by Florida Division of Chesapeake
Utilities Corporation, Docket No. 000108-GU, Order No. PSC-00-2263-FOF-GU, issued
November 28, 2000, the Commission removed 45,10% of AGA dues.

The latest NAR.UC Audit Report on AGA expenditures that Staff was able to locate is
datedlune, 2001 , for the twelve-month period ended December 31, 1999. By a review of
the Summary of Expenses, it appears that41 .65% of 1999 AGA expenditures are for
lobbying and advertising. Staff has not been able to locate a more recent NARUC Audit
Report of the AGA expenditures. However, because approximately 40% appears to have
been consistent over a number of years, Staff believes it is not unreasonable to assume
that 40% is representative of 2003 M d 2004 expenditures and recommends that 40% of
AGA dues be disallowed in this proceeding.

From informationsupplied by the Company, AGA dues were $39,277 in 2003. .
According to recommendationsin Issue 44 and 45, Account 921 should be trended on



Docket No. G-04204A-08-0571
Attachment RCS-4
Page 3 of 3

inflation only at 2.0% for 2004. On that basis the 2004 amount is $40,063 ($39,277 x
1.02). Disallowing 40% would result in disallowing $16,025 for 2004. The Compa.ny's
$2,847 adjustment reduces Staffs adjustment to $13,178 ($16,025 $2,847) for 2004.
This position follows past Commission practice of placing charitable contributions and
advertising that is not informational or educational in nature below the line.

Based on the above analysis, Account 921 , OFfice Supplies and Expenses, should be
reduced by an additional $13, 178 for AGA membership dues related to charitable
contributions and advertising that is not infonnadonal or educational in nature.

The Company is in agreement with this adjustment.
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UNS GAS, INC.'S RESPONSE TO
STAFF'S FIFTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08_0571
April 17, 2009

TF 6.28: For the Company's details of adjustments to working capital, B-5, page 2
of 3, M&S and Prepayments.
a. Please provide the monthly amounts ofM&S for the 60 months ending

December 31, 2008.
b. Please provide the monthly amounts of Prepayments for the 60 months

ending December 31, 2008.
Please also provide the monthly amounts of Customer Deposits for the 60
months ending December 31, 2008 .

RESPONSE : a. Please see the Excel file TF 6.28(a) on the enclosed CD for the
monthly amounts of M&S for the period January 2006 through
December 2008. The prior months January 2004 - December 2005
were provided in the prior rate case.

b. Please see the Excel file TF 6.28(b) on the enclosed CD for the
monthly amounts of Prepayments for the period January 2006 through
December 2008. The prior months January 2004 .- December 2005
were provided in the prior rate case.

c. Please see the Excel file TF 6.28(c) on the enclosed CD for the
monthly amounts of Customer Deposits for the period January 2006
through December 2008. The prior months January 2004 - December
2005 were provided in the prior rate case.

The Excel files on the CD arenot identified by Bates numbers.

RESPONDENT:

VVITNESS:

Mina Brings

Dallas Dukes
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UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28a - Materials and Supplies 60 months ending December 2008

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

12600
12500

Undistributed Stores Expense
Materials & Supplies

JAN-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
FEB-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
MAR-05

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
APR-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
MAY-06

12600
12500

Undistributed Stores Expense
Materials & Supplies

Sum
JUN-06

12500
12600

Materials 8» Supplies
Undistributed Stores Expense

Sum
JUL-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
AUG-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
SEP-06

12500
12600

Materials 8» Supplies
Undistributed Stores Expense

Sum
OCT-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
NOV~06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
DEC-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jan-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Feb-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Mar-07

12500 Materials & Supplies
Sum

Apr-07

$110,243.38
$1,888,849.07
$1,999,092.45
$2,045,542.15

$154,662.80
$2,200,204.95
$1,910,962.26

$253,555.09
$2,164,517.35
$1,921,181 .24

$288,154.21
$2,209,335.45
$1,733,202.23

$259,452.05
$1,992,654.28

$263,835.80
$1,872,833.43
$2.136,669.23
$1 ,9̀ /9,472.38

$220,506.79
$2,199,979.17
$1 ,985,328.84

$209,508.23
$2,194,837.07
$2,004,910.86

$208,367.05
$2,213,277.91
$2,037,466.11

$212,692.78
22,250,158.89
$1,990,051.37

$239,309.43
$2,229,360.80
$2,013,963.14

$226,865.27
$2,240,828.41
$1,959,122.79

$202,241 .97
$2,161,364.76
$1,910,127.13

$192,564.14
$2,102,691.27
$1,955,877.72

$210,683.34
$2,166,561.06
$1 ,911,248.16

$44,419.42
$156,693.08
$201 ,112.50
($134,579.89)

$98,892.29
($35,687.60)
$10,218.98
$34,599.12
$44,818.10

($187,979.01)
($28,702.16)

($216,681.17)
$139,631 .20

$4,383.75
$144,014.95
($43,329.01)
$106,638.95
$63,309.94
$5,856.46

($10,998.56)
($5,142.10)
$19,582.02
($1 ,141 .18)
$18,440.84
$32,555.25
$4,325.73

$36,880.98
($47,414.74)
$26,616.65
($20,798.09)
$23,911 .77
($12,444.16)
$11 ,467.61
($54,840.35)
($24,623.30)
($79,463.65)
($48,995.66)
($9,677.83)

($58,673.49)
$45,750.59
$18,119.20
$63,869.79
($44,629.56)
($12,384.75)
($57,014.31)
$75,730.94

$154,662.80
$2,045,542.15
$2,200,204.95
$1,910,952.25

$253,555.09
$2,164,517.35
$1,921,181.24

$288,154.21
$2,209,335.45
$1 ,733,202.23

$259,452.05
$1,992,654.28
$1,872,833.43

$263,835.80
$2,136.669.23

$220,505.79
$1,979,472.38
$2,199,979.17
$1 ,985,328.84

$209,508.23
$2,194,837.07
$2,004,910.86

$208,367.05
$2,213,277.91
$2,037,406.11

$212,692.78
$2,250,158.89
$1,990,051 .37

$239,309.43
$2,229,350.80
$2,013,963-14

$226,865.27
$2,240,828.41
$1,059,122.79

$202,241 .97
$2,161,364.76
$1,910,127.13

$192,564.14
$2,102,691.27
$1 ,955,877.72

$210,683.34
$2,166,561.06
$1,911,248.16

$198,298.59
$2,100,545.75
$1,985,079.10

Page 1 of 3 6/3/2009 4229 PM
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UNS GAS, INC.

ST AFF'S 6T H SET :  T F 6-28b.  Prepayments

JANUARY  2006 T HROUGH DECEM BER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acc t Account Title Date Beg Balance Period Net Balance

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

JAN-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
FEB-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
MAR-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
APR-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
MAY-06

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
JUN-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
JUL-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
AUG-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
SEP-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
OCT-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
NOV-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
DEC-06

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
JAn-07

$0.00
$181 ,140.02

$66,125.01
$247,265.03
$39,862.12

$149,039.69
$0.00

$188,901 .81
$36,238.29

$116,939.36
$0.00

$153,177.65
$122,516.71

$84,839.03
$0.00

$207,355.74
$55,840.63
$52,738.70

$0.00
$108,579.33

$0.00
$20,638.37
$48,860.55
$69,498.92

$137,128.92
$325,768.50
$84,663.93

$547,561 .35
$130,148.84
$348,664.08

$74,990.78
$553,803.70
$123,168.76
$315,949.66

$55,293.01
$494,411 .43
$160,544.83
$283,235.24

$33,185.45
$476,965.52
$149,228.56
$250,520.82

$16,440.91
$416,190.29
$137,912.29
$217,806.40

$0.00
$355,718.59
$185,091 .98

$0.00
$137,451 .97

$0.00
($32,100.33)
($26,262.89)
($58,363.22)
($3,623.83)

($32,100.33)
$0.00

($35,724.16)
$86,278.42

($32,100.33)
$0.00

$54,178.09
($66,676.08)
($32,100.33)

$0.00
($98,776.41)

($6,980.08)
($32,100.33)

$0.00
($39,080.41)
$84,663.93

$305,130.13
$88,268.37

$478,062.43
($6,980.08)
$22,895.58
($9,673. 15)
$6,242.35

($6,980.08)
($32,714.42)
($19,697.77)
($59,392.27)
$37,376.07

($32,714.42)
($22,107.56)
($17,445.91 )
($11,31e.27)
($32,714.42)
($16,744.54)
($60,775.23)
($11 ,316.27)
($32,714.42)
($16,440.91 )
($60,471.60)

($460.32)
($32,714.42)

$0.00
($33,174.74)
($32,714.42)

$0.00
($4,336.19)

$0.00
$149,039.69
$39,862.12

$188,901 .81
$36,238.29

$116,939.36
$0.00

$153,177.65
$122,516.71

$84,839.03
$0.00

$207,355.74
$55,840.63
$52,738.70

$0.00
$108,579.33

$48,860.55
$20,638.37

$0.00
$69,498.92
$84,663.93

$325,768.50
$137,128.92
$547,561.35
$130,148.84
$348,664.08

$74,990.78
$553,803.70
$123,168.76
$315,949.66

$55,293.01
$494,411 .43
$160,544.83
$283,235.24

$33,185.45
$476,965.52
$149,228.56
$250,520.82

$16,440.91
$416,190.29
$137,912.29
$217,806.40

$0.00
$355,718.69
$137,451 .97
$185,091 .98

$0.00
$322,543.95
$152,377.56

$0.00
$133,115.78

Page 1 of 3 6/3/2009 4:29 PM
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UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28b. Prepayments

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
FEB-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
MAR-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
APR-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
MAy-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
JUN-07

14010
14050
14100

Prepaid Insurance
PrepaidTaxes
Other Prepaids

Sum
JUL-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
AUG-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
SEP-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
OCT-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
NOV-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
DEC-07

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
JAN-08

14050
14010

Prepaid Taxes
Prepaid Insurance

Sum
FEB-08

$322,543.95
$152,377.56

$0.00
$133,115.78
$285,493.34
$166,702.93

$0.00
$119,663.14
$286,366.07
$86,948.72

$0.00
$56,908.55

$143,857.27
$48,780.03

$0.00
$54,234.30

$103,014.33
$21 ,519.88

$0.00
$40,651 .51
$62,171.39

$347,692.71
$0.00

$147,778.29
$495,471 .00
$139,649.77

$0.00
$369,225.29
$508,875.06
$334,556.87

$0.00
$131 ,521 .25
$466,078.12
$299,888.45

$0.00
$92,597.16

$392,485.61
$255,220.03

$0.00
$130,906.04
$396,126.07
$123,286.33

$0.00
$230,551 .61
$353,837.94

$0.00
$195,883.1 g
$138,684.12
$334,567.31

$0.00
$151 ,214.77

($37,050.61 )
($32,714.42)

$0.00
$33,587.15

$872.73
($109,794.38)

$0.00
($32,714.42)

($142,508.80)
($32,714.42)

$0.00
($8,128.52)

($40,842.94)
($8,128.52)

$0.00
($32,714.42)
($40,842.94)
$326,172.83

$0.00
$107,126.78
$433,299.61
$21 ,532.58

$0.00
($8,128.52)
$13,404.06
($8,128.52)

$0.00
($34,668.42)
($42,796.94)
($34,658.42)

$0.00
($38,924.09)
($73,592.51)
($34,668.42)

$0.00
$38,308.88
$3,640.46

($34,668.42)
$0.00

($7,619.71 )
($42,288.13)
$15,397.79

$0.00
($a4,668.42)
($19,270.63)

$0.00
($34,668.42)
$40,061 .70
$5,393.28

$0.00
($34,668.42)

$285,493.34
$119,663.14

$0.00
$166,702.93
$286,366.07
$56,908.55

$0.00
$86,948.72

$143,857.27
$54,234.30

$0.00
$48,780.03

$103,014.33
$40,651 .51

$0.00
$21 ,519.88
$62,171 .39

$347,692.71
$0.00

$147,778.29
$495,471.00
$369,225.29

$0.00
$139,649.77
$508,875.05
$131 ,521 .25

$0.00
$334,556.87
$466,078.12
5299,888.45

$0.00
$92,597.16

$392,485.61
$265,220.03

$0.00
$130,908.04
$396,126.07
$230,551 .81

$0.00
$123,286.33
$353,837.94
$138,884.12

$0.00
$195,883.19
$334,587.31

$0.00
$161 ,214.77
$178,745.82
$339,980.59

$0.00
$128,548.35

Page 2 of 3 6/3/2009 4:29 PM
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UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28b.  Prepayments

JANUARY  2006 T HROUGH DECEM BER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

14100 Other Prepaids

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
MAR-08

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
APR-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
MAY-08

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
JUN-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Jul-08

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
Aug-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Sep-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Oct-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
NOv-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Dec-08

Sum

$178,745.82
$339,960.59

$0.00
$126,546.35
$170,928.52
$297,474.a7

$0.00
$91 ,87793

$197,795.55
$289,673.48
$189,978.25

$57,209.51
$0.00

$247,187.76
$0.00

$22,541.09
$182,160.95
$204,702.04

$45,227.90
$211,559.80

$105.59
$256,893.29

$0.00
$409,790.15

$37,410.60
$447,200.75

$25,765.89
$372,536.50

$0.00
$398,302.39

$50,132.49
$307,534.33

$0.00
$357,666.82

$46,142.57
$273,363.84

$0.00
$319,506.41

$42,152.65
$239,193.35

$0.00
$281 ,346.00

($7,817.30)
($42,485.72)

$0.00
($34,668.42>
$26,867.03
($7,801 .39)

$0.00
($34,668.42)
($7,817.30)

($42,485.72)
($7,817.30)

($34,668.42)
$0.00

($42,485.72)
$105.59

$189,018.71
($136,933.05)

$52,191 .25
($7,817.30)

$198,230.35
($105.59)

$190,307.46
$0.00

($37,253.65)
gst 1 ,e44.71 )
($48,898.36)
$24,366.60

($65,002.17)
$0.00

($40,635.57)
($3,989.92)

($34,170.49)
$0.00

($38,160.41 )
($3,989.92)

($34,170.49)
$0.00

($38,160.41)
$66,032.50

($34,170.49)
$0.00

$31 ,862.01

$170,928.52
$297,474.87

$0.00
$91 ,877.93

$197,795.55
$289,673.48

$0.00
$57,209.51

$189,978.25
$247,167.76
$182,160.95

$22,541.09
$0.00

$204,702.04
$105.59

$211,559.80
$45,227.90

$256,893.29
$37,410.60

$409,790.15
$0.00

$447,200.75
$0.00

$372,536.50
$25,765.89

$398,302.39
$50,132.49

$307,534.33
$0.00

$357,668.82
$46,142.57

$273,363.84
$0.00

$319,506.41
$42,152.65

$239,193.35
$0.00

$281 ,346.00
$108,185.15
$205,022.86

$0.00
$313,208.01

Page 3 of 3 6/3/2009 4:29 PM
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UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28a - Materials and Supplies 60 months ending December 2008

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

12600 Undistributed Stores Expense

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
May-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jun-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jul-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Aug-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Sep-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Oct-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Nov-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Dec-07

12500
12600

Materials 8= Supplies
Undistributed Stores Expense

Sum
Jan-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Feb-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Mar-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Apr-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
May-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jun-08

12500
12600

Materials 8¢ Supplies
Undistributed Stores Expense

Sum
Jul-08

$198,298.59
$2,109,546.75
$1,986,979.10

$190,608.18
$2,177,587.28
$1 ,877,947.37

$226,143.40
$2,104,090.77
$1 ,903,791 .23

$232,024.43
$2,135,815.66
$1,914,452.68

$240,004.22
$2,154,456.90
$1,809,981.62

$242,844.47
$2,052,826.09
$1,797,971.90

$242,527.35
$2,040,499.25
$1,728,977.35

$236,068.68
$1,965,046.03
$1 ,721 ,039.39

$226,104.42
$1,947,143.81
$1 ,783,037.36

$239,403.95
$2,022,441.31
$1 ,765,336.54

$242,663.85
$2,008,000.39
$1,721,557.38

$275,944.22
$1,997,501.60
$1,665,755.34

$299,571 .74
$1,965,327.08
$1 ,608,342.37

$302,419.75
$1,910,762.12
$1,541,320.14

$289,054.67
$1,930,374.a1
$1,668,605.27

$341 ,455.13

($7,690.4t)
$68,040.53

($109,031.73)
$35,535.22
($73,496.51)
$25,843.88
$5,881.03

$31,724.89
$10,661 .45
$7,979.79

$18,841 .24
($104,471.06)

$2,840.25
($101,630.81)
($12,009.72)

($317.12)
($12,328.84)
($68,994.55)
($6,458.67)

($75,453.22)
($7,937.96)
($9,984.28)

1$17,902.22)
$61,997.97
$13,299.53
$75,297.50
($17,700.82)

$3,259.90
($14,440.92)
($43,779.16)
$33,280.37
($10,498.79)
($55,802.04)
$23,827.52
($32,174.52)
($57,412.97)

$2,848.01
($54,564.96)
$32,977.77
($13,365.08)
$19,812.89
$27,285.13
$52,400.48
$79,885.59
($35,747.57)

$3,585.13

$190,608.16
$2,177,587.28
$1 ,877,947.37

$226,143.40
$2,104,090.77
$1,903,791.23

$232,024.43
$2,135,815.66
$1,914,452.68

$240,004.22
$2,154,456.90
$1 ,809,981 .62

$242,644.47
$2,052,826.09
$1,797,971.90

$242,527.35
$2,040,499.25
$1 ,728,977.35

$236,068.68
$1 ,965,046.03
$1,721,039.39

$226,104.42
$1,947,143.61
$1,783,037.36

$239,403.95
$2,022,441 .31
$1 ,765,336.54

$242,663.85
$2,006,000.39
$1 ,721 ,557.38

$275,944.22
$1,997,501.60
$1 ,665,755.34

$299,571 .74
$1,965,327.06
$1 ,608,342.37

$302,419.75
$1,910,762.12
$1,641,320.14

$269,054.67
$1,930,374.61
$1 ,668,605.27

$341 ,455.13
$2,010,060.40
$1 ,632,857.70

$345,020.26

Page 2 of 3 6/3/2009 4:29 PM
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UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28a - Materials and Supplies 60 months ending December 2008

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

12600
12500

Undistributed Stores Expense
Materials & Supplies

Sum
Aug-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Sep-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Oct-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Nov-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Dec-O8

Sum

$2,010,060.40
$345,020.26

$1 ,632,857.70
$1,977,877.96
$1 ,634,479.29

$370,068.09

$2,004,547.38
$1,595,939.19

$375,921 .63
$1,971,860.82
$1 ,589,784.85

$411,703. 16
$2,001 ,488.01
$1,576,232.80

$435,353.45
$2,011586.25

($32,182.44)
$25,047.63
$1 ,621 .59

$26,669.42
($38,540.10)

$5,853.54

($32,686.56)
($6,154.34)
$35,781 .53
$29,627.19
($13,552.05)
$23,650.29
$10,098.24
$31 ,381 ,20
$76,313.41

$107,694.61

$1,977,877.96
$370,068.09

$1 ,634,479.29
$2,004,547.38
$1 ,595,939.19

$375,921.63

$1,971,860.82
$1 ,589,784.85

$411 ,703.16
$2,001,488.01
$1 ,576,232.80

$435,353.45
$2,011 ,586.25
$1,607,614.00

$511 ,666.86
$2,119,280.86

Page 3 of 3 6/3/2009 4:29 PM
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UNS GAS, INC.
STAFF'S 6TH SET: TF 6-28c. Customer Deposits

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date End Balance

24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100

Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer

Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
.Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits

JAN-06
FEB-06
MAR-06
APR-06
MAY-06
J U N-06
J U L-06
AUG-06
SEP-06
OCT-06
NOV-06
DEC-06
JAN-07
FEB-07
MAR-07
APR-07
MAy-07
Jun-07
JUL-07
AUG~07
OCT-07
NOV-07
DEC-07
JAN-08
FEB-08
MAR-08
APR-08
MAY-08
JUN-08
JUL-08
AUG-08
SEP-08
OCT-08
NOV-08
DEC-08

($3,127,197.92)
($3,126,339.75)
($3,125,270.17)
($3,110,409.09)
($3,096,040.90)
($3,085,705.60)
($3,093,543.92)
($3,124,148.28)
($3,200,738.94)
($3,253,291 .68)
($3,346,209.35)
($3,363,759.99)
($3,402,069.30)
($3,453,034.24)
($3,426,840.79)
($3,514,869.51)
($3,361 ,558.38)
($3,365,274.14)
($3,385,228.58)
($3,386,825.41)
($3,235,273.10)
($3,184,534.59)
($3,090,471 .39)
($3,028,603.93)
($2,905,315.77)
($2,804,224.92)
($2,737,549.95)
($2,676,263.89)
($2,609,271.06)
($2,609,478.65)
($2,611,299.02)
($2,590,814.91 )
($2,589,543.t7)
($2,680,041 .97)
($2,687,432.88)

Page 1 of 1 6/3/2009 4:02 PM



Attachment RCS-5
Page 9 of 187

Docket No. G-04204A-08-0571

UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28c. Customer Deposits

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date End Balance

24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100

Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits

JAN-06
FEB~06
MAR-06
APR-06
MAY-06
JUN-06
J U L~06
AUG-05
SEP-06
OCT-06
NOV-06
DEC-06
JAN-07
FEB-07
MAR-07
APR-07
MAy-07
JUN-07
JUL-07
AUG-07
OCT-07
NOV-07
DEC-07
JAN-08
FEB-08
MAR-08
APR-08
MAY-08
JUN-08
JUL-08
AUG-08
SEP-08
ocT-08
NOV-08
DEC-08

($3,127,197.92)
($3,126,339.75)
($3,125,270.17)
($3,110,409.09)
($3,096,040.90)
($3,085,705.60)
($3,093,543.92)
($3,124,148.28)
($3,200,738.94)
($3,253,291 .68)
($3,346,209.35)
($3,363,759.99)
($3,402,069.30)
($3,453,034.24)
($3,426,840.79)
($3,514,869.51)
($3,361,558.38)
($3,355,274.14)
($3,385,228.58)
($3,386,825.41)
($3,235,273.10)
($3,184,534.59)
($3,090,471 .39)
($3,028,603.93)
($2,905,315.77)
($2,804,224.92)
($2,737,549.95)
($2,676,263.89)
($2,609,271.06)
($2,609,478.65)
($2,611 ,29Q.02)
($2,590,814.91)
($2,589,543.17)
($2,680,041 .97)
($2,687,432.88)

Page 1 of 1 6/3/2009 4:02 PM
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TF 6.64 List and describe all retirement and incentive programs available to
Company officers and employees.

a. Specifically identify the cost of any SERP or similar programs
directly charged or allocated.

b. State the cost by program, of each retirement program directly
charged or allocated.

RESPONSE: Incentives: UNS Gas non-union employees participate in
UniSource Energy Corporation's ("UniSource") Performance
Enhancement Plan ("PEP"). Please see the PDF file TF 6.64(a)
(Summary Performance Enhancement Plan), Bates Nos.
UNSG(0571)07513 to UNSG(057l)07544, on the enclosed CD for
the PEP plan description.

The structure determines eligibility for certain bonus levels by
measuring UniSource's performance in three areas:

Financial performance (UniSource's earnings per share),

Operational cost containment (UniSource's utility O&M costs),
and

Core business and customer service goals

Levels of achievement in each area are assigned percentage-based
"scores," and those scores are combined to calculate the final
payout level. The amount made available for bonuses through this
formula may range from 15 percent to 150 percent of the targeted
payout level.

The f inancial performance and operational cost containment
components each make up 30 percent of the bonus structure, while
the core business and customer serv ice goals account for the
remaining 40 percent.

The scores from each goal are totaled and then multiplied by the
targeted bonus of each employee to determine the total available
dollars to be paid out. Targeted bonus percentages, as a percent of
base scary, range from 3% to 14% for regular unclassified
employees, and 25% to 80% for Managers and Officers. Bonus
percentages, as a percent of base salary, are used in the calculation
of total available dollars, and actual awards may vary at
management's discretion, based on individual employee
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contribution. If a payout is achieved, employee PEP bonuses will
be distributed near the end of the first quarter the following year.

Retirement Programs: .UNS Gas Employees are eligible to
participate in the Pension Plan for  Employees of UniSource
Energy Services ("UES"). Please see PDF file TF 6.63(c) (Pension
Plan) in response to TF 6.63(c) for the summary plan description.
Additionally, UNS Gas Employees are eligible to participate in the
Tucson Electric Power Company ("TEP") 401 (k) Plan as described
below:

401(k) PLAN

TEP's 401(k) Plan takes advantage of Section 401(k) of the
Internal Revenue Code and permits employees to voluntarily save
from 1/2% to 50% of their pay, before any deduction for state or
federal income taxes. UniSource matches, 50 cents on the dollar,
up to the first 6% of pay saved in the 401(k) Plan for UNS Gas
employees.

fI

Employees' savings and UniSource matching contributions are
invested in one or any combination of a selection of professionally
managed investment funds at the direction of the employee.
Employees are eligible to join the 40l(k) Plan upon their date of
employment. UniSource matching contributions are fully and
immediately vested.

a . UNS Gas is in the process of gathering this information and
will provide the response to this data request shortly.

b. UNS Gas is in the process of gathering this information and
will provide the response to this data request shortly.

RESPONDENT: Gabrielle Camacho/Dawn Sabers

WITNESS: Dallas Dukes

SUPPLEMENTAL
RESPONSE: a. & b. Please see the Excel workbook TF 6.64 on the enclosed CD

for expenses for retirement plans requested. The allocation
methodology is listed for each expense. For information on
the allocation methodology, please see the response to TF
6.35 for our policies on allocations.

RESPONDENT:

WITNESS:

Linda Joyce

Karen Kissinger
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SUPPLEMENTAL
RESPONSE: The title of the PDF attachment listed above under the heading

"Incentives" is listed incorrectly. The title of the attachment
should be TF 6.64 (a) Pension Summary Plan Description. The
Bates numbers for this file remain the same, Bates Nos.
UNSG(05'7l)075l3 to UNSG(057l)07544.

Additionally, please see the response to TF 6.92 for the Long-Term
Incentive Program.

Gabrielle Camacho/Dawn SabersRESPONDENT :

WITNESS: Dallas Dukes

I
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SUMMARY PLAN DESCRIPTION
OF

THE PENSION PLAN
FOR EMPLOYEES

OF
UNISOURCE ENERGYSER VICES

Effective August 11, 2003

DCI 30126334.1

UNSG0571/07513
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SUMMARYPLAN DESCRIPTION
OF THE PENSION PLAN FOR EMPLOYEES

OF UNISOURCE ENERGYSER VICES

Introduction

This document constitutes the Summary Plan Description ("SPD") for the Pension Plan
for Employees of Unisource Energy Services (the "Plan"). The Plan is a defined benefit pension
plan that Unisource Energy Services ("UES") has adopted for eligible employees. The Plan
became effective as of August ll, 2003.

Few goals are of greater long-range importance than providing for a financially secure
retirement. That is why Unisource Energy Services ("UES") sponsors this Plan for you and
other eligible employees. The Plan is designed to provide you with retirement income for life
based on your salary and the years you work for the UES or any other participating company
("Employer"). When your benefits under this Plan are combined with Social Security and your
personal savings, it offers valuable financial security for your retirement years.

On August 11, 2003, Tucson Electric Power Company acquired certain assets and
liabilities of Citizens Communications Company ("Citizens"). In connection with that
acquisition, certain Citizens employees who were active participants in the Citizens Pension Plan
became employees of UES. To the extent that those employees will also be entitled to benefits
under this Plan, their benefits from this Plan will be integrated with the benefits provided from
the Citizens Pension Plan.

Some terms in the summary are technical. See the Glossary in AppendixA starting at
page 24 at the back of the SPDfor the definition of any capitalized term you do not understand.
If you still have questions, please call the Benefits Ojicefor additional help.

You should read this summary closely so you understand how the Plan
works. However, because this is a summary, not every provision is described
and the description of certain provisions has been simplified. Full details are
contained in the Plan document, which is a legal text governing the operation
of the Plan. Copies of the Plan document are available to review in the
Benefits Office during regular business hours. If you have any questions
contact the Plan Administrator. This SPD does not interpret, extend or
change the Plan in any way. If there are any inconsistencies between this
SPD and the Plan document, the provisions of the Plan document will govern
your rights and benefits

1
DC1 30126334.1

UNSG0571/07516
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Eligibility and Enrollment

When Are You Eligible to Participate in this Plan?

Former Citizens Employees. If you were an active participant in the Citizens Pension
Plan on August 10, 2003 -- the day before Citizens was acquired, you automatically became a
Participant in this Plan as of August ll, 2003, if on that date or immediately after the end of a

Permitted Leave, you (a) were employed by UES in an eligible class of Employees and (b)
earned at least one "Hour of Service" (as defined below).

New Employees. You will become a Participant on the first day of the month on or after
the day you become an Eligible Employee. You are an "Eligible Employee" if :

UES has classified you as a common law employee of UES ,

• you are at least age 21, and

• you have earned one year of Eligibility Service, which is a twelve-month period,
beginning with your date of hire (or an anniversary of your date of hire) in which you
are credited with at least 1,000 Hours of Service.

You are not in the class of employees eligible to participate in the Plan if:

• you provide services to UES as an independent contractor or consultant, or
pursuant to an employee leasing agreement, or UES has classified you as a leased

employee or as contract labor, or

you are a  col l ect ive barga ining  employee,  and your agreement does  not
specifically provide for your participation in the Plan, or

• you are a non-resident alien.

Defining Hours of Service. An Hour of Service is each hour that you actually work for
UES or an affiliated employer. You also receive an Hour of Service for each regularly scheduled
work hour that you do not work, but are paid or entitled to be paid due to an approved leave of
absence, vacation, illness, jury duty, holiday or disability. However, you will not receive more
than 501 hours of service for any single continuous period during which you perform no duties,

and you cannot receive double credit for the same period of service.

Hours of Service are also credited for each hour for which back pay has either been paid,
awarded or agreed to by a participating company (to the extent not already counted above).

If you are a former Citizens employee who was actively participating in the Citizens

Pension Plan on August 10, 2003, your Hours of Service will include any hours credited to you
under the terms of the Citizens Pension Plan, taking into account for this purpose the provisions
relating to disregarding service due to a period of severance.
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Rehired Employees. If you previously worked for UES and have been rehired as an
Employee, your eligibility to participate in the Plan and the date you will be considered to be a
Participant will depend on several factors, including (1) your years of employment with UES
when you left, and (2) the length of time you were gone.

If you are not an Eligible Employee when you are rehired, you will become a Participant
in accordance with the eligibility rules that apply for new Employees (described in the prior
section).

If you are an Eligible Employee when you are rehired, you will become a Participant as
follows:

• If you are gone for less than 12 consecutive months, you will become a
Participant as of your date of rehire.

• If you are gone for 12 or more consecutive months, you must am at least one
year of Eligibility Service after your rehire before you will become a Participant.
Upon completing a year of Eligibility Service, you will become a Participant
effective on your date of rehire.

• If you did not have a vested interest when you left employment and you are gone
for 60 or more consecutive months, you will be treated as a new Employee for
purposes of reentering the Plan.

The rules regarding participation and credited service upon rehire are quite complex.
think they may apply to you, please contact the Benefits Office for more detail.

If you

Service with an affiliated employer. If you work for Tucson Electric Power Company
or another affiliate which is part of the same corporate group as UES, you will continue to be
credited with Hours of Service under the Plan. However, you will not be eligible to become a
Participant unless you are employed by UES, and your service with the non-participating
company will not count toward increasing your benefit.

Once You Are Eligible to Participate, How Do You Enroll?

Enrollment in the Plan is automatic. You do not have to complete an enrollment form in
order to participate. UES's Benefit Office will notify you when you become a Participant in the
Plan.

Who Pays For the Plan ?

You do not have to contribute toward the cost of your pension benefits. UES contributes
the funds to provide for the payment of benefits under the Plan, and those funds are held in trust.
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Normal retirement benefit

Early retirement benefit

Postponed retirement benefit

Benefits at termination of employment

Retirement incometh/our s use

Plan Benefits At a Glance

Normal Retirement Benefit

You are eligible to retire with full benefits upon reaching your Nonnal Retirement Date.
This is the first day of the month coinciding with or next following your 65th birthday. Your
retirement benefit is calculated on the basis of the following:

Each of these terms is discussed below. In addition, if you were an active participant in
the Citizens Pension Plan on August 10, 2003, and began participation in this Plan on August ll,
2003, your retirement benefit is reduced by the benefit payable to you from the Citizens Pension
Plan. Here is the basic benefit formula that is used for calculating your normal retirement benefit
when you retire on or after age 65 :

•

•

•

Your "Average Compensation,"

Your "Average Covered Compensation," and

Your years of "Benefit Service" up to 35 years.

Benefits Payable under the Plan

At age 55 if you have at least five years of
Vesting Service

When au actuals retire after a

After fiveyears of Vestin Service.

If you die after vesting but before benefits start
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1.3% of your Average Compensation

PLUS

0.7% of the excess of your Average Compensation over your Average Covered Compensation

MULTIPLIED BY

Your years of Benefit Service at retirement, up to 35 years

MINUS (for certain former Citizens employees)

The amount of benefit payable to you from the Citizens Pension Plan
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2001 $3,083.33 2006 $3,416.67*

2002 $3,166.67 2007 $3,750*

2003 $3,250 2008 $3,916.67*

2004 $3,583.33 2009 $4,083.33*

2005 $3,333.33* 2010 (6 months to 7/1) $4,666.67*
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For former Citizens employees who began partic ipation in this Plan on August l l ,  2003,
note that your Average Compensation and Benefit Service with Citizens is counted in calculating
your benef i ts .  Your compensat ion and se rv ice  wi th Ci t i zens i s  de te rmined according  to the
prov i s i ons  of  the  C i t i zens  Pens ion P l an (a s  i n  e f f e c t  on August  10 ,  2003 ,  or  you r  e a r l i e r
termination), and is counted even if your benefit was frozen as of February l, 2003 .

Here are the important terms you need to know to calculate your retirement benefit from
the Plan:

Average Compensation. Your Average  Compensation i s your average  monthly  basic
earnings for the 60 consecutive months of highest pay during the last 120 months of your Benefit
Serv ice .  I f  you  have  l e ss than 60  months of  Benef i t  Serv ice ,  Average  Compensat ion wi l l  be
based on the entire period of your service. For the purpose of determining whether months are
consecutive, any month during which you have no Benefit Service will be ignored.

Here is an example . Assume your salary is set annual ly , so your monthly basic  earnings
are consistent throughout the year:

*Your 60 consecutive months of highest pay are from July 1, 2005 through June 30, 2010. Your
average monthly earnings are $3,833.

"Monthly basic  earnings" means your monthly rate of base salary or wages paid to you,
determined as of the first day of the month. If you are not compensated at a monthly rate, your
monthly rate will be determined as 1/12th of your annual rate. Items of compensation other than
base salary or wages, such as overtime pay, special  remuneration and employer contributions to
any employee benefit plan, are excluded from monthly basic earnings.

The following rules apply to the compensation used to determine Average Compensation:

• Compensat ion considered in any  year  cannot exceed $200 ,000 .
changes based on IRS mies in effect from time to time.

This amount

• Compensation inc ludes amounts you e lect to have UES contribute  on a pre-tax
basis to a 401(k) plan, heal th plan or f lexible  spending account. However, non-
qualified deferred compensation is not included.
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Average Covered Compensation. This is the average of the annual Social Security
wage bases on which you and your employer pay Social Security taxes during a 35-year period,
it changes from year to year based on cost-of-living adjustments to the Social Security taxable
wage base. This 35-year period ends on the last day of the calendar year in which you reach your
Social Security retirement age. Average Covered Compensation is based on the Social Security
law in effect on January 1, 1977.

Benefit Service. Your Benefit Service is all time (including any approved leaves of
absence) beginning on the date you began working for UES and ending on your "Severance from
Service" date. You have a "Severance from Service" when your employment terminates for any
reason, including quit, involuntary termination, retirement or death. In addition, you have a
Severance iron Service on the first anniversary of a leave of absence, other than a leave due to
(a) pregnancy, birth of a child, placement of a child with you in connection with adoption of the
child or caring for a child immediately following birth or adoption or (b) any other protected
leave under the Family and Medical Leave Act of 1993. You will have a Severance from
Service no later than the second anniversary of the beginning of such a Medical or Family Leave
(unless you earlier terminate due to quit, involuntary termination, etc.).

The following periods of service, however, are not included in your Benefit Service:

any period before you became a Participant in the Plan,

• any Period of Severance, even if it is less than one year. A Period of Severance
means the time beginning on your last day of work and ending on the date you are
re-employed, and

• any period in which you are ineligible to participate in the Plan (for example,
because you are employed by a non-participating affiliate).

If you are not Vested in your benefits when you leave employment or otherwise have a
Severance from Service and are later rehired, you can lose credit for your prior Benefit Service.
This will happen if:

• you have a period of severance of at least 60 consecutive months, or

• you have a period of severance of at least in consecutive months, and you do not
earn at least 12 months of service after your reemployment with UES or an
affiliated employer.

If you are a Part-Time Employee, your Benefit Service will be computed on the basis that
200 Hours of Service with UES is one-tenth (l/10) of a year of Benefit Service. However, no
more than one year of Benefit Service will be credited in any Plan Year. "Part-Time Employee"
means an employee who is employed and compensated for 28 hours per week or less.
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1.3% of your Average Compensation = .013 x $4,200 (A) $54.60

Plus 0.7% of the excess of Average Compensation over Average Covered
Compensation = .007 x $534 (B)

+ $3.74

Multiplied by the aggregate of your Benefit Service under the Citizens
Pension Plan and this Plan (up to 35 years) (S)

x 30

Normal Straight Life retirement benefit (C x S) $1,750.20
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If you were an active participant in the Citizens Pension Plan on August 10, 2003 and
became a participant in this Plan on August ll, your Benefit Service will include the Benefit
Service credited to you under the terms of the Citizens Pension Plan for purposes of calculating
your benefit under the Plan , and the amount of offset of your benefit attributable to your
Citizens Pension Plan benefit. Your Citizens' Benefit Service is also used in determining
whether you have earned 35 years of Benefit Service. Note that Benefit Service that is
disregarded under the Citizens Pension Plan because of a break in your service is similarly
disregarded under this Plan.

An Example of the Normal Retirement Benefit Calculation - Assume you decide to
retire in 2004 at age 65 with 30 years of Benefit  Service. Also assume your Average
Compensation is $4,200 per month. Based on your retirement date, your Annual Covered
Compensation is $43,992, or $3,666 a month. Therefore, your Average Compensation over
Average Covered Compensation is $534. Here's how your normal retirement benefit under this
Plan is determined:

Normal Retirement Benefit Calculation Under this Plan

In this example, your nonna Retirement Benefit would be $l,750.20. This is the amount
payable to you each month for life beginning at age 65. Keep in mind that your monthly
payment will be adjusted if you elect to receive it in any other payment form - for example, in
monthly payments over your lifetime and the lifetime of your spouse.

If you are a former Citizens employee who was an active participant in the Citizens
Pension Plan on August 10, 2003 and began participation in this Plan on August 11, 2003, any
amount payable to you under the Citizens Pension Plan will be subtracted from the amount
payable under this Plan. For purposes of the prior example, assume that 29 of the 30 years of
Benefit Service were with Citizens, and one year of Benefit Service was under this Plan. Also
assume that your Average Compensation under the Prior Plan was $4,l00, and Annual Covered
Compensation was $3,664 in 2003. Therefore, your Average Compensation over Average
Covered Compensation is $436.

Based on these assumptions, your normal Retirement Benefit under the Citizens Pension
Plan would be:
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$1,634.15 per month on a Straight Life basis. As a result, that amount will be deducted from the
amount you will receive tram this Plan. Accordingly, you will receive $1,634.15 per month
from the Citizens Pension Plan and $116.05 per month from this Plan, for a total retirement
benefit of $1 ,750.20 per month on a Straight Life basis.

You may retire as early as the first day of the month coinciding with or next following
your 55"1 birthday, as long as you have completed five years of Vesting Service. For the
definition of Vesting Service, see the discussion entitled "How your Vesting Service is
Determined," later in the SPD.

Early Retirement Benefit

Your early Retirement Benefit is your Accrued Normal Retirement Benefit as of the date
your employment ends, multiplied by the early retirement fraction described below. Your
Accrued Normal Retirement Benefit is the benefit you have earned through the date you stop
working (under the normal retirement formula above) but using the Benefit Service you would
have had if you had continued working until your Normal Retirement Date (up to 35). This
"projected" retirement benefit is then multiplied by the ratio of your actual Benefit Service to the
Benefit Service you would have if you continued working to your Normal Retirement Date.

Forma t Early Rétirement;F
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Your actual Benefit Service as of the date your employment terminates
(determined without regard to the 35 year limit)

DIVIDED BY

Your projected Benefit Service as if you had continued worldng until your Normal Retirement
Date (determined without regard to the 35 year limit)
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65 0% 100%

64 5% 95%

63 10% 90%

62 15% 85%

61 20% 80%

60 25% 75%

59 30% 70%

58 35% 65%

57 40% 60%

56 45% 55%

55 50% 50%
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As noted above, your benefit will be subject to a second reduction if you begin receiving
payments before your Normal Retirement Date. Your benefit will be reduced by five-twelfths
(5/12) of one percent (1%) for each full month for which you receive distribution of your
benefits before you turn age 65. This reduction is made because you will be receiving payments
over a longer period of time. The reduction is calculated monthly, however, the schedule below
gives you an idea of the reduction factors that would apply for selected ages:

Early Retirement Benefit Reduction Schedule

If you retire in the middle of a year, the reduction is interpolated based on the first of the month
in which your benefit begins.

An Example of the Early Retirement Benefit Calculation -- Assume as in the prior example
that you decide to retire in 2004, but you are age 60 with 30 years of Benefit Service. Also
assume your Average Compensation is the same, $4,200 per month. Based on your 2004
retirement date, your Annual Covered Compensation is $43,992, or $3,666 per month, and your
Average Compensation over Average Covered Compensation is $534. Based on these
assumptions, the early Retirement Benefit would be calculated as follows :
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1.3% of your Average Compensation 013 X $4,200 (A) $54.60

Plus 0.7% of the excess of Average Compensation over Average Covered
Compensation 007 x $534 (B)

+ $3.74
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Multiplied by your Benefit Servlce projected to normal retirement date
(up to 35 years) (S)

x 35

Normal straight life retirement benefit** (C x S) $2,041.90

Reduced by the Early Retirement Fraction of 30/35 x .957143

Monthly adjusted straight life benefit payable at age 65 $1,750.20

Attachment RCS-5
Page 26 of 187

Docket No. G-04204A-08-0571

Early Retirement Benefit Calculation Under this Plan

** Note that this amount will be reduced by amounts payable to you under the Citizens Pension
Plan.

As you can see from the calculation, if you leave UES before your Normal Retirement Age, your
early retirement benefit expressed as a straight life annuity benefit beginning at age 65 is
$l,750.20. If you elect to receive payments before your 65th birthday, your benefit will be
reduced by five-twelfths (5/12) of one percent (1%) for each month that you receive distribution
of your benefits before you turn 65. In the example used above, if you elect to receive payments
immediately after your 60th birthday, you will receive your benefits 60 months before your 65th
birthday, so the reduction is 25%. Accordingly, you would receive 75% of $1,750.20, or
$1,312.65 each month, commencing as of your 60th birthday. Also keep in mind that your
monthly payment will be adjusted if you elect to receive it in any other payment form - for
example, in monthly payments over your lifetime and the lifetime of your spouse.

Important: If you plan to retire early and you want to receive your benefits beginning with the
first day of the month after your Termination of Employment, you should contact the Benefits
Office at least 120 days in advance. Your retirement election must be made within the 90-day
period ending on the date you want your retirement benefits to begin.

Postponed Retirement Benefit. You will continue to earn retirement benefits if you work
beyond your Normal Retirement Date. In that case, you will receive a retirement benefit
beginning on the first day of the month after you retire. Your postponed benefit is determined
using the Normal Retirement Benefit formula above, based on your Average Compensation and
Benefit Service (not in excess of 35 years) as of the date you retire.

Disability Retirement Benefit. If you are a Participant with five or more years of Vesting
Service and you become Permanently Disabled while you are employed by UES, you will be
entitled to a disability retirement benefit.
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For purposes of this Plan, you will be considered to have a "Permanent Disability" (or be
Permanently Disabled") if you are determined to be disabled under the UBS Long-Tenn

Disability Plan ("LTD Plan"), and the disability continues for at least six (6) consecutive
months

Your Disability Retirement Date is the date that the Committee determines your absence due to
the Permanent Disability began

While you are Permanently Disabled, you will continue to be credited with Benefit Service and
Vesting Service until the earliest at?

(1) the later of your Normal Retirement Date or the fifth anniversary of your Disability
Retirement Date,

(2) the date you refuse to submit to a medical examination as required to determine
whether the Permanent Disability still exists,

(3) the date you cease to be Permanently Disabled,

(4) the date of your death;

(5) the date your LTD Plan benefits cease; or

(6) the date your Retirement Benefit begins.

You can elect to begin your Retirement Benefits when you are eligible for a Normal or Early
Retirement Benefit. Your disability retirement benefit will be calculated using the applicable
benefit formula (based on whether you will be receiving an early or normal Retirement Benefit),
based on your Average Compensation as of your Disability Retirement Date and the Benefit
Service credited to you above. Remember that continuing service credits end when you elect to
retire.

If you are a Part-Time Employee on your Disability Retirement Date, your Benefit Service will
be credited at a rate of one-twentieth (1/20) of a year of Benefit Service for each month of
Permanent Disability, with a maximum of six months of Benefit Service credited in any Plan
Year.

Keep in mind that if you elect to receive a benefit before your Normal Retirement Age, the
Plan's early retirement factors will apply.
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Vesting and Forfeiture of Benefits at Termination of Employment

Vesting refers to the extent to which you have a no forfeitable right to your retirement
benefit when you leave UES. If you are credited with five or more Years of Vesting Service,
your right to your retirement benefits are fully or 100% vested, and you are entitled to all of the
benefits you earned under the Plan when you retire or otherwise leave UES. In addition,
regardless of your Vesting Service, your benefits are 100% vested at your Normal Retirement
Age if you are actively employed by UES.

How is Vesting Service Determined?

Vesting Service is equal to your aggregate Periods of Service and any periods that are required
by law to be credited to you for periods of military service. A Period of Service begins on your
Employment Commencement Date and ends on your Severance from Service Date, and includes
Periods of Severance under 12 months. The following periods are not counted in determining
Vesting Service:

• Any Periods of Severance of 12 months or more,

• Any Periods of Service before a Period of Severance that is 60 consecutive months or
more, if benefits were not vested,

• Any Periods of Service before a Period of Severance of at least 12 consecutive months
unless you are credited with a one year Period of Service after that Period of Severance,
and

Any Periods of Service prior to your 18th birthday.

A Period of Severance commences on the date your employment terminates, and ends on any
subsequent reemployment date. A Period of Severance will not include:

Credited Leave, which is defined as any leave of absence (1) due to illness or injury (not
otherwise required to be credited to you under the Family and Medical Leave Act), or (2)
for further education, or Government service as determined by UES,

• Any leave of absence to enter the Armed Forces of the United States (1) through the
operation of a compulsory military service law, (2) during a period of declared national
emergency, or (3) pursuant to a leave of absence granted by UES, as long as you return to
the service of UES within 90 days (or such longer period as may be required by law) after
your discharge or release from active duty, or within the period for which leave of
absence was granted by UES, or

• Any absence from work due to a leave under the Family and Medical Leave Act.

If you began participation in this Plan or with an affiliated employer on August ll, 2003, your
Vesting Service includes the Vesting Service credited to you under the terms of the Citizens
Pension Plan, including its provisions disregarding service due to a Period of Severance.
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Effect of Termination of Employment

If your employment tenninates before your Early Retirement Age (age 55 with 5 or more years
of Vesting Service), you will be entitled to receive benefits only if you have at least 5 years of
Vesting Service when you leave. If you leave employment before you are fully vested in your
benefits, you will forfeit your unvested pension benefits.

Your Termination of Employment Benefits are calculated in the same way as Early Retirement
Benefits (described above), using your Benefit and Vesting Service as of the date of Tennination
of Employment. Your benefits can begin as early as the first of the month on or after your 55th
birthday. Remember, benefits will be achlarially reduced if you begin payment before your
Normal Retirement Date at a rate of 5/12"" of 1% per month.

If the Actuarial Equivalent present value of your benefits when you leave is $5,000 or less, you
will automatically receive your benefit in a single lump sum (which you may elect to have rolled
over to a new plan). In contrast, if your benefits exceed $5,000, you will have a choice of the
form in which you receive those benefits (see the section below entitled "How Benefits are
Paid").

Be sure to notify UES if you have a change in address. This way, UES will be able to contact
you when you become eligible for a distribution of your vested benefits.

Any benefit that is not vested will be deemed cashed out on the date you incur a Period of
Severance of 12 consecutive months. If you are rehired and earn a Year of Service before you
have a live (5) year Period of Severance, your benefit will be restored.

Transfers to Another Employer. If you transfer to an affiliated employer that has not adopted
this Plan, you will cease to accrue additional benefits under this Plan.

Re-employment After Retirement.

If you are rehired by UES after you have begun receiving retirement benefits from this Plan
before Nonnal Retirement Date (your sixty-fifth (65) birthday), your benefits will be suspended
until you subsequently retire. When you subsequently retire, your benefit will be based upon
your Average Compensation and Benefit Service at your subsequent retirement date, reduced by
the actuarial value of prior payments you received. If you received a lump sum payment of your
vested benefit when you previously left employment, your prior Benefit Service wil l  be
disregarded for all purposes of the Plan.

If you are rehired (or continue to be employed by UES) after your sixty-fifth (65th) birthday,
your benefits will be suspended for each month in which you are credited with forty (40) or more
Hours of Service. You must notify UES in order to resume benefits after you stop being so
employed. Your benefits will resume no later than the third month after you stop being so
employed, assuming you have given the required notice to UES.

The details regarding the impact of rehire upon the payment, the amount and form
of benefits under the Plan are extensive. If you are thinking about returning to work with
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UES after commencing your benefits under the Plan, please contact the Plan Administrator
for the specific rules that will apply to your situation

How Benefits arePaid

The Plan allows you to receive your retirement benefits in a variety of ways. You choose the
method that best fits your personal financial needs.

Forms of Benefits. If the Actuarial Equivalent present value of your vested benefit exceeds
$5,000, you may elect to receive your benefits under several different payment options:

Life Annuity: This option provides monthly benefits to you for life. When you die,
payments end. No income will be paid to anyone else.

Life Annuity with a five or ten-year certain feature: The 5-year or 10-year life annuity
pays reduced monthly benefits to you for life, with guaranteed payments for a period of
60 or 120 months, as you elect. If you die within the guaranteed period, your designated
Beneficiary will receive your monthly benefit for the remainder of the period. If you
receive monthly benefits for the full guaranteed period during your lifetime, no benefits
will be paid after you die. The amount by which your benefit is reduced depends on the
option you choose and your age. If your Beneficiary dies before you, you may designate
a new Beneficiary.

• 33 1/3, 50%, 66 2/3%, 75%, or 100% Joint and Survivor Annuity Options: These options
provide a reduced joint and survivor annuity. A joint and survivor annuity provides a
monthly benefit to you for your lifetime. After your death, your Beneficiary will receive
the percentage elected of your monthly benefit for the remainder of his or her lifetime.
The monthly benefit you receive will be less than a single life annuity because it will be
paid over two lifetimes - yours and your Beneficiary's. The amount of the reduction
depends on your age and the age of your Beneficiary when benefit payments begin. If
your Beneficiary dies before you, you cannot name another Beneficiary, and your
payment level will not increase. Benefits end upon your death.

• Voluntary lump-sum distribution: If your vested benefit exceeds $5,000, this option
provides a lump-sum distribution. The amount of the lump sum is the Actuarial
Equivalent present value of your vested benefit payable on your Annuity Starting Date .

If the Actuarial Equivalent present value of your vested benefit is $5,000 or less, you will
automatically receive your benefit in a single lump sum. This applies to both single and married
employees. Thereafter, you will not be entitled to any monthly benefit.

Special Rules for Married Participants. If you are man'ied on your Annuity Starting Date, you
must receive distribution of your vested benefit in the form of a 50% (or greater) Joint and
Survivor Annuity with your spouse as your Beneficiary, unless you and your spouse elect to
waive this form of distribution. Your spouse's election must be witnessed by a notary public or
the Plan Administrator during the 90-day period ending on your Annuity Starting Date. Your
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election must state the optional form of benefit that you would like distributed and the time of
the distr ibution, and must designate any non-spouse Beneficiary, including contingent
Beneficiaries, which cannot be changed without your spouse's consent (if applicable). A
spouse's consent to the waiver, once given, may not be revoked. You may revoke the waiver of
a Joint and Survivor Annuity without your spouse's consent at any time prior to your Annuity
Starting Date (and if so desired, waive it again before that date so long as the requirements for
the waiver are satisfied).

Electing a Payment Method. You must elect the form of payment during the 90-day period
preceding your Annuity Starting Date. This election may not be changed after your Annuity
Starting Date. Remember to contact us 120 days in advance. As you approach retirement age,
you will receive more specific information about your benefit options and payment amounts.

If no election of method of distribution is made and you are single, you will be deemed to have
elected a straight life annuity with no ancillary benefits. If you are manned, you will be deemed
to have selected a 50% Joint and Survivor Annuity with your spouse as the Beneficiary.

Keep in mind that you may be asked to provide copies of your birth certificate, applicable spouse
birth certificate and mam'age license, and may be asked to provide proof of a divorce or spouse
death certificate.

Survivor Benefits

If You Die Before Retirement Benefits Begin. If you die before retirement benefits begin,
have a vested benefit in the Plan, and are survived by a spouse to whom you have been manned
for at least one (1) year at the time of your death, your spouse will be eligible to receive a
Qualified Preretirement Survivor Annuity. Your spouse is eligible for this benefit even if you
are no longer worldng when you die. This benefit will be paid to your spouse in the form of an
annuity for your spouse's life. If the Actuarial Equivalent present value of the Qualified
Preretirement Survivor Annuity does not exceed $5,000, the benefit will be paid as a lump sum.

Amount of Benefit. The amount of the annuity your surviving spouse can receive from the plan
is the survivor benefit the spouse would have received if you (1) terminated employment on your
date of death or earlier termination date, (2) survived to your earliest retirement age under the
plan (or, if later, your actual date of death), (3) elected a 50% Qualified Joint and Survivor
Annuity at that time, and then (4) died immediately after you began receiving payments. Note
that the benefit is actuarially adjusted to the extent that payments begin before you would have
attained age of 65.

When Payments Begin. The distribution to your spouse will begin on the earliest of:

a) the first day of the month following your death, if your death occurs after your
Normal Retirement Age,

b) the first day of the month following your Normal Retirement Age if your death
occurs prior to that time, unless your spouse elects to receive the benefit before
your Normal Retirement Age (but not earlier than the date you would have
attained your Early Retirement Date had you survived), and
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c) if you die before your Normal Retirement Age, and the Actuarial Equivalent
present value of the Preretirement Death Benefit does not exceed $5,000, the first
day of the month following your death.

If you die before your Normal Retirement Age, and the present value of your Preretirement
Death Benefit exceeds $5,000, your spouse may elect to have distribution of the benefit begin on
the first day of any month following the election, but not earlier than your Early Retirement Date
or after your Normal Retirement Age.

Special Circumstances

If you are married, and (a) you give the Committee written notice of your election to
commence your retirement benefits on a specific date, or your retirement benefit is to
commence on or after your Normal Retirement Date or after you reach age 70% in the
absence of such election, and (b) within 90 days prior to the benefit commencement date,
you elect a joint and survivor annuity form of payment with your spouse to receive more
than 50% of the amount payable, then your surviving spouse's annuity will be based on
the larger amount payable under the joint and survivor annuity.

If you are married, and (a) you die while employed or while on Permanent Disability
after having elected to retire within 90 days of such election and to commence your
retirement benefit in the font of a lump-sum payment, and (b) your death occurs prior to
the benefit commencement date, a lump-sum payment in the same amount will be
payable to your spouse on the date the payment would have been made to you had you
lived. In order to receive this lump-sum payment, your spouse must, within 60 days after
the date of your death, waive the Preretirement Death Benefit that would otherwise be
payable.

If You Die After Retirement Benefits Begin. If you die after you have started to receive your
retirement benefit, payments will continue only if you elected a payment form that provides for a
survivor benefit to be paid to your designated Beneficiary. You need to understand that a single
life annuity provides monthly benefits to you for life. If you elect to have your retirement benefit
paid to you in that form, payments end when you die. No income will be paid to anyone else.

No benefit is paid under the plan if you die before retirement benefits begin and you are
not survived by a legal spouse.

Taxes and Your Benefits

You are responsible for paying applicable taxes on your benefit when you receive it. Under
current tax law, your retirement benefit is not taxable while it remains in the Plan. When you (or
your Beneficiary) receive a distribution from the Plan, you are responsible for paying applicable
income taxes. If a lump sum payment is made, you may also owe a 10% penalty tax if your
retirement benefits are paid to you before age 59% and you terminate employment before the
beginning of the year in which you reach age 55.

In general, you can defer paying taxes if you elect to "rollover" your lump sum payout (that is,
have it transferred directly) to a plan that will accept rollovers ("Eligible Retirement Plan"), such
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as a 401(k) plan, a section 457 government plan, or a section 403(b) annuity, or to a traditional or
"conduit" individual retirement account ("IRA"). However, certain types of payments generally
cannot be rolled over:

• Payments Spread Over Long Periods: Annuity payments cannot be rolled over because
they are part of a series of equal (or almost equal) payments that are made at least once a
year and will last for your lifetime or for more than ten (10) years.

• Required Minimum Payments: Beginning in the year you reach age 70% or retire,
whichever is later, a certain portion of your payment cannot be rolled over because it is a
required minimum payment that must be paid to you.

If you do not elect a direct rollover of the entire lump sum distribution, the Plan is generally
required to withhold 20% of the taxable portion of the amount distributed. You will receive
additional information on the rollover or direct transfer option when you terminate employment
and are ready to receive a distn'bution.

If you receive payment of your benefit in the font of an annuity (fixed payments for life), you
may elect whether or not to have taxes withheld. If you do not make any election, federal
income tax will be withheld automatically. Withholding is applied as if the payments were
wages. If you elect not to have withholding apply, or even if you do elect withholding, you may
still owe taxes on the payments. You are responsible for payment of any taxes associated with
the payments.

Tax laws change from time to time, and the tax impact of receiving payments from
the Plan will vary with your individual situation. Because UES cannot give tax advice or
counsel, you should consult a professional tax advisor or financial expert for specific advice
about your circumstances

Social Security Benefits

Throughout your working career, both you and UES contribute toward your Social Security
benefits through payroll taxes. These benefits are in addition to your benefits under the Plan and
provide you with an important source of retirement income. Youwill not receiveSocialSecurity
benefits automatically. You must apply for them.

If you were born on or before January 1, 1938, your full Social Security benefits can begin at age
65. If you were born later than that date, your full Social Security benefits can begin between the
ages of 65 and 67, depending on your birth date. You can consult the chart at the Social Security
Administration's website on the Internet at http://www.ssa.gov/retirechartred.htm for the age
when you will be entitled to receive your full benefits. You may begin receiving reduced Social
Security benefits at age 62.

If you are mam'ed, your spouse also is entitled to receive Social Security benefits in an amount
based on your pay or his or her pay - whichever produces the greater benefit.
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Additional information about your Social Security benefits and how to apply for them is
available through SSA's website at http://www.ssa.gov, or you can contact your local Social
Security office. The national toll-free number for Social Security currently is 1-800-772-1213.

Plan Administration

The Plan is administered by a Committee appointed by the President of Tucson Electric Power
Company. The Committee consists of at least three members, and its functions include resolving
claims for benefits and interpreting and construing the terms of the Plan. The Committee has
absolute and exclusive authority to interpret the provisions of the Plan in its discretion. The
Committee will appoint a Plan Administrator who will maintain Plan records, and make
appropriate reports and disclosures required by ERISA. A Trustee will be appointed to manage
and control the trust fund and its assets.
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How to Apply for Benefits -- Claims Procedure

To receive benefits under the Plan, you must apply to the Benefit Claims Committee. This
section describes how to file a claim and an appeal

Filing a Claim. There are specific procedures for filing claims and settling disputes. The
Benefit Claims Committee can explain these to you. To receive benefits from the Plan, you or
your Beneficiary must submit a request in writing to the Benefit Claims Committee. You should
contact the Committee at least 90 days before you want to begin receiving your benefits.

If Your Claim is Wholly or Partially Denied. If you file a claim for benefits under the Plan
and your claim is denied in whole or in part, you will be notified in writing. The notification will
include:

• The reason for the denial,

• The specific Plan provisions on which the denial was based,

• A description of any additional information needed to process your claim, and

An explanation of the claim review procedure.

Ordinarily you will receive this written notice within 30 days after your claim is filed.

If you disagree with the decision, you have a right to request a review of the denial of your
claim. To do so, you, your Beneficiary, or your authorized representative must submit a written
request to the Benefit Claims Committee within 60 days of receiving the notice of denial. You
may review relevant documents or records and submit your comments in writing. You, your
Beneficiary, or your authorized representative will have the right to review all pertinent Plan
documents.

You will receive a written decision on your request for review within 60 days of the date the
Benefit Claims Committee receives your request unless special circumstances, such as the need
to hold a hearing, require an extension of time, in which case the 60-day period shall be extended
to 120 days and you will be notified of the extension. You will be notified in writing of the final
decision, and this decision shall include the specific reasons for the decision, referring to Plan
provisions that set forth those reasons.

If you receive a final denial regarding your claim for benefits, you have certain rights under the
law. For more information, see the section entitled "ERISA Rights" on page 21 .
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Additional Information About the Plan

The following is general information about the Plan, certain federal laws, and your rights under
the Plan. Please read this section carefully, paying particular attention to how the Plan is
governed by federal law.

Internal Revenue Service (IRS) Limits. Government regulations put a cap on the amount of
income an employee may receive under a qualified pension plan. For example, Federal law limits
the amount that can be considered as compensation for Plan purposes each year. In addition, the
IRS sets certain limitations on the amount that employees can receive from plans like the Plan.

The IRS may adjust these limits firm time to time to reflect changes in the cost of living. You
will be notified if you are affected by these limits.

Non-assignment of Benefits and Qualified Domestic Relations Orders. You cannot assign
the benefits payable to you to another person. One exception is that benefits will be paid
according to a valid Qualified Domestic Relations Order (QDRO).

A QDRO is an order from a state court that meets certain legal specifications and directs the Plan
to pay all or a portion of a Participant's benefits to a spouse, former spouse, or dependent child.

You will be notified immediately if an attempt is made to assign your benefits through a court
order. The Committee is responsible for determining whether or not the order is qualified, and
has adopted procedures governing QDROs. You can obtain a copy of those procedures, without
charge, by contacting the Benefits Office.

Payment to Minors and Incompetents. If anyone entitled to income from the Plan is a minor
or is judged to be physically or mentally incompetent, the Committee may pay the income to
someone else for the benefit of the recipient (to a legal guardian, for example).

You may execute a form referred to as a "power of attorney" that authorizes another person or
entity to act on your behalf if due to illness or incapacity, you are unable to do so yourself. You
must specifically mention in the power of attorney that you are authorizing that person or entity
to act on your behalf with regard to your benefits under this Plan. Please contact the Benefits
Office for additional information regarding this issue.

Top-Heavy Rules. Under current tax law, if a plan provides more than 60% of its benefits to
"key" employees, that plan is considered to be "top heavy." Both "top-heavy" and "key"
employees are terms defined under the Code.

At present, the Plan is not top-heavy. In the unlikely event that it becomes top-heavy, you will
be notified, your benefits may be adjusted, and your vesting may be accelerated to keep the Plan
qualified under IRS regulations.
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Continuanee of the Plan

Amendment or Termination of the Plan. UES reserves the right to amend the Plan at any time
and for any reason by action of the President of Tucson Electric Power Company ("TEP"). UES
may also terminate the plan at any time and for any reason by action of the Board of Directors of
TEP.

If UES terminates the plan for any reason, the assets in the Plan will be used for the exclusive
benefit of Plan Participants and their beneficiaries. Any funds that remain after all benefits are
paid to Participants will revert to UES. If you are affected by the termination, you will become
100% vested in your retirement benefit under the Plan, to the extent the benefit is funded.

Plan Insurance. The benefits under this Plan are insured by the Pension Benefit Guaranty
Corporation ("PBGC"), a federal insurance agency. If the Plan terminates (ends) without enough
money to pay all benefits, the PBGC will step in to administer the Plan and pay retirement
benefits. Most people will receive all of the retirement benefits they would have received under
the Plan, but some people may lose certain benefits.

The PBGC guarantee generally covers:

Normal and Early retirement benefits,

Disability benefits if you become disabled before the Plan terminates; and

• Certain benefits for your survivors.

The PBGC guarantee does not cover:

Benefits greater than the maximum guarantee amount set by law for the year in which the
Plan terminates,

Some or all of benefit increases and new benefits based on Plan provisions that have been
in place for fewer than 5 years at the time the Plan terminates,

• Benefits that are not vested because you have not worked long enough for UES,

• Benefits for which you have not met all of the requirements at the time the Plan
tennmates,

9 Certain early retirement payments (such as supplemental benefits that stop when you
become eligible for Social Security) that result in an early retirement monthly benefit
greater than your monthly benefit at the plan's Normal Retirement Age, and

Non-retirement benefits, such as health insurance, life insurance, certain death benefits,
vacation pay and severance pay.
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Even if some of your benefits are not guaranteed, you may still receive some of those benefits
from the PBGC depending on how much money the Plan has and on how much the PBGC
collects from employers. For more information on the PBGC and the benefits it guarantees, ask
your Plan Administrator or contact the PBGC's Technical Assistance Division, 1200 K Street,
N.W., Suite 930, Washington, D.C. 20005-4026 or call 202-326-4000 (not a toll-free number).
TTY/TDD users may call the federal relay service toll-free at 1-800-877-8339 and ask to be
connected to 202-326-4000. Additional information about the PBGC's pension insurance
program is available through the PBGC's website on the Internet at http://www.pb,qc.gov.

ERISA Rights

If you are a Participant in the Plan, you are entitled to certain rights and protections under the
Employee Retirement Income Security Act of 1974 ("ERISA"). The following is a summary of
those rights:

• You may examine, without charge, all Plan documents, including insurance contracts and
copies of all documents filed by the Plan with the U.S. Department of Labor, such as
detailed annual reports and Plan descriptions. These documents are available during
regular business hours.

• You may obtain copies of all Plan documents by writing to the Plan Administrator.
There will be a reasonable charge for duplicating documents.

• Each year you will receive a summary of the Plan's annual financial reports. The Plan
Administrator is required by law to furnish you with a copy of this information.

• Upon your written request, you may obtain a statement telling whether you have a right
to receive a benefit under the Plan, and if so, the amount of the benefit. If you are not
eligible for a benefit, the statement will tell how many more years you have to work to
get a right to a benefit. This statement is not required to be given more than once a year.
It is provided free of charge.

• If your claim for a benefit is denied in whole or in part, you must receive a written
explanation of the reason for the denial. You have the right to have the Plan review and
reconsider the claim.*M

In addition to creating rights for Plan Participants, ERISA imposes duties on the people who are
responsible for the operation of employee benefit plans. The people who operate the plan are
called "flduciaries." Fiduciaries have a duty to operate the plan prudently and in the interest of
all Plan Participants and Beneficiaries. No one, including UES or any other person, may fire you
or otherwise discriminate against you in any way to prevent you from obtaining a benefit or
exercising your rights under ERISA.

Under ERISA, there are steps you can take to enforce these rights. For instance, if you make a
written request for materials from the Plan and do not receive them within 30 days, you may file
suit in federal court. In such a case, the court may require the Plan Administrator to provide the
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materials and pay you up to $110 a day until you receive the materials, unless the materials were
not sent because of reasons beyond the control of the Plan Administrator. If you have a claim for
benefits that is denied or ignored, in whole or in part, you may file suit in a state or federal court.
In addition, if you disagree with the Plan's decision or lack thereof concerning the qualified
status of a domestic relations order, you may file suit in a state or federal court.

If it should happen that the Plan fiduciaries misuse the Plan's money, or if you are discriminated
against for asserting your rights, you may seek assistance from the U.S. Department of Labor, or
you may file suit in a federal court. The court will decide who should pay court costs and legal
fees. If you are successful, the court may order the person you have sued to pay these costs and
legal fees. If you lose, the court may order you to pay these costs and fees, for example, if it
finds that your claim is frivolous.

If you have any questions about the Plan, you should contact the Plan Administrator. If you have
any questions about this statement or about your rights under ERISA, or if you need assistance in
obtaining documents from the Plan Administrator, you should contact the nearest Area Office of
the Employee Benefits Security Administration, U.S. Department of Labor, listed in your
telephone directory or the Division of Technical Assistance and Inquiries, Employee Benefits
Security Administration, U.S. Department of Labor, 200 Constitution Avenue, N.W.,
Washington, D.C. 20210.
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Appendix A

Glossary of Terms

Actuarial Equivalent means a benefit or amount that replaces another and has the same value as
the benefit or amount it replaces based on the applicable actuarial assumptions and interest rates.

Affiliated Company means UES or any entity that is in the same controlled group or under
common control with UES in accordance with the rules defined in the Internal Revenue Code.

Annuity Starting Date generally means the first date as of which your vested retirement
benefits or Preretirement Death Benefits are to begin, or the date on which your lump sum is
paid to you.

Beneficiary means the person or persons who would become eligible to receive any benefits
under the Plan in the event of your death.

Benefit Claims Committee means the committee designated to review your request for benefits.

Board means the
delegate.

Board of Directors of Tucson Electric Power Company or its authorized

Code means the Internal Revenue Code of 1986, as amended from time to time.

Committeemeans the committee appointed by the Board to administer the Plan.

Credited Leave means any leave of absence due to illness, injury, iiurther education or
Government service as determined by the Committee. This term includes any leave of absence
to join the Armed Forces of the United States in connection with a compulsory military service
law, during a period of declared national emergency, or if UES grants other military-related
leaves of absence, provided you return to work within 90 days (or such longer periods as may be
provided by law) after your discharge or release from active duty in the Anded Forces, or within
the period for which your leave of absence was granted by UES.

Eligible Retirement Plan means an individual retirement account, individual retirement annuity,
annuity plan, or qualified trust, as defined in the Code, that accepts your eligible rollover
distribution. In the case of an eligible rollover distribution to a surviving spouse, an Eligible
RetirementPlan is an individual retirement account or individual retirement annuity.

Employeemeans any person classified and treated by UES as a common-law employee.

Employer means UES and any participating company.

Employment Commencement Date generally means the day you are first credited with an
Hour of Service, or if you had a Period of Severance, the day you are first credited with an
Hour of Service after the Period of Severance.

ERISA is the Employee Retirement Income Security Act of 1974, as amended from time to
time.
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50% Joint and Survivor Annuity means an annuity for your lifetime with a survivor annuity
for the life of your surviving spouse where the survivor annuity is 50% of the amount of the
annuity payable during the joint lives of you and your spouse. The joint and survivor annuity is
at least the Actuarial Equivalent of the most valuable form of benefit under the Plan payable to
you on your Annuity Starting Date. Note, however, if you were participating in the Citizens
Pension Plan on December 31, 1975, and if you were to die before receiving a total of 120
monthly payments, then your survivor will receive the amount that would have been payable to
you (as though you had not died), until a total of 120 monthly payments have been made. After
the 120'*' month, the amount of the survivor pension will be 50% of the reduced pension. In
addition, the survivor annuity will be payable until a total of 120 monthly payments have been
made without regard to whether or not your spouse is living. Any such survivor annuity payable
after the death of your spouse will be payable to a Beneficiary.

Medical or Family Leave means an Employee's leave of absence from employment with an
Affiliated Company because of: (a) pregnancy, birth of the Employee's child, placement of a
child with the Employee in connection with adoption of the child or caring for a child
immediately following birth or adoption or (b) any other reason that would entitle the Employee
to take a leave under the Family and Medical Leave Act of 1993. The Employer shall determine
the first and last day of any Medical or Family Leave.

Participant means an Eligible Employee who is participating in this Plan.

Period of Service means a period (including any periods of Credited Leave) beginning when a
Participant is credited with an Hour of Service (Employment Commencement Date) and
ending on the Participant's Severance from Service Date. For vesting purposes, Period of
Service includes any Period of Severance under 12 months.

If you became a Participant in this Plan because you were an active participant in the Citizens
Pension Plan on August 10, 2003, a Period of Service for any period prior to August 11, 2003,
will be determined according to the terms of the Citizens Pension Plan, including provisions
relating to disregarding service due to a Period of Severance.

Period of Severancemeans the time beginning on your last day of work and ending on the date
you are re-employed.

Permanent Disability means total disability by bodily or mental injury or disease as determined
by the Committee based on a detennination made by the insurer under the Company's long-term
disability plan or the Social Security Administration provided:

(a) the Employee has five years of Vesting Service,

(b) the Employee becomes entitled to benefits under the Company's long-term
disability plan;

(c) the Employee earns at least one Hour of Service as an active Employee of an
Employer after the Effective Date, and

(d) such disability shall have existed for a period of six consecutive calendar months.
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Permitted Leave means an approved leave of absence from UES, including but not limited to
military service, illness, disability, Medical or Family Leave, educational pursuits, service as a
juror, temporary employment with a government agency, or any other leave of absence approved
by the participating company.

Plan means the Pension Plan for Employees of Unisource Energy Services.

Plan Year means the calendar year.

Preretirement Death Benefit means the death benefit payable under the Plan to your surviving
spouse if you die before your Annuity Starting Date and the following additional criteria are
met:

• you have a vested benefit in the Plan, and

you have been mam'ed to your spouse for at least one (1) year at the time of your death.

Qualified Preretirement Survivor Annuity means an immediate survivor annuity for the life of
your spouse, equal to:

If you die after your Early Retirement Age, the survivor annuity your spouse would
have received if you had a Termination of Employment or Retirement on the day before
your death and received distribution of benefits in the form of an immediate 50% Joint
and Survivor Annuity, or

If you die on or before your Early Retirement Age, the survivor annuity your spouse
would have received if you had a Termination of Employment on the day of your death,
survived to your Early Retirement Date, received distribution of benefits in the form of a
50% Joint and Survivor Annuity on your Early Retirement Date, and died on the day
after your Early Retirement Date.

Retirement Benefit means the monthly benefit that you accrue under the Plan. The normal form
of this benefit is a single life annuity. If you were a participant in the Citizens Pension Plan prior
to January 1, 1976, the normal form of benefit is a single life annuity with a 10-year term certain.

Severance from Service Datemeans the earliest of:

• The day of your Retirement, Termination of Employment, or death,

• The second anniversary of your absence for Medical or Family Leave, and

The first anniversary of the first day of a period in which you remain absent from service
for any reason other than quitting, discharge, retirement or death.

If you incur a Permanent Disability, your Severance from Service Date will be the earliest of
the following:

• The day on which you recover from the disability,
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• Your 65th birthday,

The day you begin to receive distribution of your Retirement Benefits, or

• The day th is Plan  is terminated or  the accrual  of benefi ts under  th is Plan  otherwise
ceases.

Termination of Employment means the tennination of your  employment with UES, whether
voluntary or involuntary, for any reason, including but not limited to, quit or discharge.

Vesting or vested means a r ight to receive a benefit  that  cannot be taken away from you.  A
Vested benefit means the no forfeitable portion of your Retirement Benefit. You will become
100% vested after five (5) years of Vesting Service.

Vesting Service means your aggregate Periods of Service and any periods that are required by
law to be credited to you for periods of military service. The following periods are not counted
as Vesting Service:

• Any periods preceding a Period of Severance that is 60 consecutive months or more if
you had no Vested Interest,

Any periods preceding a Period of Severance of at least 12 consecutive months, unless
you are credited with a Period of Service of one year alter that Period of Severance,

• Any periods while your Employer is not UES or an affiliated employer, and

Periods of Service prior to your 18'h birthday.

If you became a Participant in this Plan on August ll, 2003, and you were an active participant
in the Citizens Pension Plan on August 10, 2003, your Vesting Service includes periods prior to
August 11,  2003 credited to you under  the terns of the Citizens Pension Plan ,  including i ts
provisions disregarding service due to a period of severance.
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A Final Word

As explained at the outset, this booklet provides a summary description of the Pension Plan for
Employees of Unisource Energy Services. It highlights the main provisions of the Plan but is
subject to the terms and provisions of the Plan Document. If this booklet and the official plan
document vary in the description of the Plan, the plan document is the final authority.

This description of your pension benefits is not an employment contract or any type of
employment guarantee.
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GENERAL PLAN INFORMATION

Plan Name : Pension Plan for Employees of Unisource
Energy Services

Plan Sponsor and Address: Tucson Electric Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701

Employer Identification Number: 86-0062700

Plan Number: 003

Plan Administrator: Pension Committee
c/o Tucson Electn'c Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701
Telephone (520) 571 -4000

The Plan Administrator is designated as an agent
for all purposes of legal process. Service of legal
process may be made upon the Plan
Administrator.

Type of Administration: Committee appointed by Board of Directors of
the Company.

Funding Medium: Trust Fund

Trustee : State Street Bank and Trust Company

Trustee's Address: One Enterprise Drive
North Quincy, MA 02171
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SUMMARY PLAN DESCRIPTION
OF THE PENSION PLAN FOR EMPLOYEES

OF UNISOURCE ENERGYSERVICES

Introduction

This document constitutes the Summary Plan Description ("SPD") for the Pension Plan
for Employees of Unisource Energy Services (the "Plan"). The Plan is a defined benefit pension
plan that Unisource Energy Services ("UES") has adopted for eligible employees. The Plan
became effective as of August 11, 2003 .

Few goals are of greater long-range importance than providing for a financially secure
retirement. That is why Unisource Energy Services ("UES") sponsors this Plan for you and
other eligible employees. The Plan is designed to provide you with retirement income for life
based on your salary and the years you work for the UES or any other participating company
("Employer"). When your benefits under this Plan are combined with Social Security and your
personal savings, it offers valuable financial security for your retirement years.

On August 11, 2003, Tucson Electric Power Company acquired certain assets and
liabilities of Citizens Communications Company ("Citizens").  In connection with that
acquisition, certain Citizens employees who were active participants in the Citizens Pension Plan
became employees of UES. To the extent that those employees will also be entitled to benefits
under this Plan, their benefits from this Plan will be integrated with the benefits provided from
the Citizens Pension Plan.

Some terms in the summary are technical. See the Glossary in AppendixA starting at
page 24 at the back of the SPDfor the definition of any capitalized term you do not understand.
If you still have questions, please call the Benqits Ojjicefor additional help.

You should read this summary closely so you understand how the Plan
works. However, because this is a summary, not every provision is described
and the description of certain provisions has been simplified. Full details are
contained in the Plan document, which is a legal text governing the operation
of the Plan. Copies of the Plan document are available to review in the
Benefits Office during regular business hours. If you have any questions
contact the Plan Administrator. This SPD does not interpret, extend or
change the Plan in any way. If there are any inconsistencies between this
SPD and the Plan document, the provisions of the Plan document will govern
your rights and benefits

1
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Eligibility andEnrollment

When Are You Eligible to Participate in this Plan?

Former Citizens Employees. If you were an active participant in the Citizens Pension
Plan on August 10, 2003 -- the day before Citizens was acquired, you automatically became a
Participant in this Plan as of August 11, 2003, if on that date or immediately after the end of a
Permitted Leave, you (a) were employed by UES in an eligible class of Employees and (b)
earned at least one "Hour of Service" (as defined below).

New Employees. You will become a Participant on the first day of the month on or after
the day you become an Eligible Employee. You are an "Eligible Employee" if :

• UES has classified you as a common law employee of UES,

• you are at least age 21, and

• you have earned one year of Eligibility Service, which is a twelve-month period,
beginning with your date of hire (or an anniversary of your date of hire) in which you
are credited with at least 1,000 Hours of Service.

You are not in the class of employees eligible to participate in the Plan if:

• you provide services to UES as an independent contractor or consultant, or
pursuant to an employee leasing agreement, or UES has classified you as a leased
employee or as contract labor, or

• you are a collective bargaining employee, and your agreement does not
specifically provide for your participation in the Plan, or

• you are a non-resident alien.

Defining Hours of Service. An Hour of Service is each hour that you actually work for
UES or an affiliated employer. You also receive an Hour of Service for each regularly scheduled
work hour that you do not work, but are paid or entitled to be paid due to an approved leave of
absence, vacation, illness, jury duty, holiday or disability. However, you will not receive more
than 501 hours of service for any single continuous period during which you perform no duties,
and you cannot receive double credit for the same period of service.

Hours of Service are also credited for each hour for which back pay has either been paid,
awarded or agreed to by a participating company (to the extent not already counted above) .

If you are a former Citizens employee who was actively participating in the Citizens
Pension Plan on August 10, 2003, your Hours of Service will include any hours credited to you
under the terms of the Citizens Pension Plan, taking into account for this purpose the provisions
relating to disregarding service due to a period of severance.

2
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Rehired Employees. If you previously worked for UES and have been rehired as an
Employee, your eligibility to participate in the Plan and the date you will be considered to be a
Participant will depend on several factors, including (1) your years of employment with UES
when you left, and (2) the length of time you were gone.

If you are not an Eligible Employee when you are rehired, you will become a Participant
in accordance with the eligibility rules that apply for new Employees (described in the prior
section).

If you are an Eligible Employee when you are rehired, you will become a Participant as
follows:

• If  you  are gone for less than 12 consecutive months, you wi l l  become a
Participant as of your date of rehire.

• If you are gone for 12 or more consecutive months, you must earn at least one
year of Eligibility Service after your rehire before you will become a Participant.
Upon completing a year of Eligibility Service, you will become a Participant
effective on your date of rehire.

• If you did not have a vested interest when you left employment and you are gone
for 60 or more consecutive months, you will be treated as a new Employee for
purposes of reentering the Plan.

The rules regarding participation and credited service upon rehire are quite complex.
think they may apply to you, please contact the Benefits Office for more detail.

If you

Service with an affiliated employer. If you work for Tucson Electric Power Company
or another affiliate which is part of the same corporate group as UES, you will continue to be
credited with Hours of Service under the Plan. However, you will not be eligible to become a
Participant unless you are employed by UES, and your service with the non-participating
company will not count toward increasing your benefit.

Once You Are Eligible to Participate, How Do You Enroll?

Enrollment in the Plan is automatic. You do not have to complete an enrollment form in
order to participate. UES's Benefit Office will notify you when you become a Participant in the
Plan.

Who Pays For the Plan ?

You do not have to contribute toward the cost of your pension benefits. UES contributes
the funds to provide for the payment of benefits under the Plan, and those funds are held in trust.

3
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Plan Benefits At a Glance

'Proifdes

Nonnal retirement benefit

Early retirement benefit

Postponed retirement benefit

Benefits at termination of employment

Retirement income to your spouse

You are eligible to retire with full benefits upon reaching your Normal Retirement Date.
This is the first day of the month coinciding with or  next following your 65'h bir thday. Your
retirement benefit is calculated on the basis of the following:

Normal Retirement Benefit

Each of these terms is discussed below. In addition, if you were an active participant in
the Citizens Pension Plan on August 10, 2003, and began participation in this Plan on August ll,
2003, your retirement benefit is reduced by the benefit payable to you from the Citizens Pension
Plan. Here is the basic benefit formula that is used for calculating your normal retirement benefit
when you retire on or after age 65:

•

•

•

neflt

Your "Average Compensation,"

Your "Average Covered Compensation," and

Your years of "Benefit Service" up to 35 years.

F4l§'miila i t

Benefits Payable under the Plan

"i"Ma R

At age 55 if you have at least five years of

When_you actuals retire after age 65

After five ears of Vesting Service.

benefits start
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1.3% of your Average Compensation

0.7% of the excess of your Average Compensation over your Average Covered Compensation

MULTIPLIED BY

Your years of Benefit Service at retirement, up to 35 years

MINUS (for certain former Citizens employees)

The amount of benefit payable to you from the Citizens Pension Plan

4
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2001 $3,083.33 2006 $3,416.67*

2002 $3,166.67 2007 $3,750*

2003 $3,250 2008 $3,916.67*

2004 $3,583.33 2009 $4,083 .33 *

2005 $3,333.33* 2010(6 months to 7/1) $4,666.67*
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For former Citizens employees who began participation in this Plan on August 11, 2003,
note that your Average Compensation and Benefit Service with Citizens is counted in calculating
your benef i ts .  Your compensat ion and se rv ice  wi th Ci t i zens i s  de te rmined according  to the
prov i s i ons  of  the  C i t i zens  Pens ion P l an (a s  i n  e f f e c t  on August  10 ,  2003 ,  or  you r  e a r l i e r
termination), and is counted even if your benefit was frozen as of February l, 2003 .

Here are the important terms you need to know to calculate your retirement benefit from
the Plan:

Average Compensation. Your Average  Compensation i s your average  monthly  basic
earnings for the 60 consecutive months of highest pay during the last 120 months of your Benefit
Serv ice .  I f  you  have  l e ss than 60  months of  Benef i t  Serv ice ,  Average  Compensat ion wi l l  be
based on the entire period of your service. For the purpose of determining whether months are
consecutive, any month during which you have no Benefit Service will be ignored.

Here is an example . Assume your salary is set annual ly , so your monthly basic  earnings
are consistent throughout the year:

*Your 60 consecutive months of highest pay are from July 1, 2005 through June 30, 2010. Your
average monthly earnings are $3,833.

"Monthly basic  earnings" means your monthly rate of base salary or wages paid to you,
determined as of the f irst day of the month. If you are not compensated at a monthly rate, your
monthly rate will be detennined as 1/12th of your annual rate. Items of compensation other than
base salary or wages, such as overtime pay, special  remuneration and employer contributions to
any employee benefit plan, are excluded from monthly basic earnings.

The following rules apply to the compensation used to determine Average Compensation:

Compensat ion considered in any  year  cannot exceed $200 ,000 .
changes based on IRS rules in effect from time to time.

This amount

• Compensation inc ludes amounts you e lect to have UES contribute  on a pre-tax
basis to a 401(k) plan, heal th plan or f lexible  spending account. However, non-
qualified deferred compensation is not included.

5
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Average Covered Compensation. This is the average of the annual Social Security
wage bases on which you and your employer pay Social Security taxes during a 35-year period,
it changes from year to year based on cost-of-living adjustments to the Social Security taxable
wage base. This 35-year period ends on the last day of the calendar year in which you reach your
Social Security retirement age. Average Covered Compensation is based on the Social Security
law in effect on January 1, 1977.

Benefit Service. Your Benefit Service is all time (including any approved leaves of
absence) beginning on the date you began working for UES and ending on your "Severance from
Service" date. You have a "Severance from Service" when your employment terminates for any
reason, including quit, involuntary termination, retirement or death. In addition, you have a
Severance from Service on the first anniversary of a leave of absence, other than a leave due to
(a) pregnancy, birth of a child, placement of a child with you in connection with adoption of the
child or caring for a child immediately following birth or adoption or (b) any other protected
leave under the Family and Medical Leave Act of 1993. You will have a Severance from
Service no later than the second anniversary of the beginning of such a Medical or Family Leave
(unless you earlier terminate due to quit, involuntary termination, etc.).

The following periods of service, however, are not included in your Benefit Service:

• any period before you became a Participant in the Plan,

• any Period of Severance, even if it is less than one year. A Period of Severance
means the time beginning on your last day of work and ending on the date you are
re-employed, and

• any period in which you are ineligible to participate in the Plan (for example,
because you are employed by a non-participating affiliate).

If you are not Vested in your benefits when you leave employment or otherwise have a
Severance from Service and are later rehired, you can lose credit for your prior Benefit Service.
This will happen if:

• you have a period of severance of at least 60 consecutive months, or

• you have a period of severance of at least 12 consecutive months, and you do not
am at least 12 months of service alter your reemployment with UES or an

affiliated employer.

If you are a Part-Time Employee, your Benefit Service will be computed on the basis that
200 Hours of Service with UES is one-tenth (1/10) of a year of Benefit Service. However, no
more than one year of Benefit Service will be credited in any Plan Year. "Part-Time Employee"
means an employee who is employed and compensated for 28 hours per week or less.

6
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1.3% of your Average Compensation = .013 x $4,200 (A) $54.60

Plus 0.7% of the excess of Average Compensation over Average Covered
Compensation = .007 x $534 (B)

+ $3.74

Multiplied by the aggregate of your Benefit Service under the Citizens
Pension Plan and this Plan (up to 35 years) (S)

x 30

Normal Straight Life retirement benefit (C x S) $1,750.20
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If you were an active participant in the Citizens Pension Plan on August 10, 2003 and
became a participant in this Plan on August 11, your Benefit Service will include the Benefit
Service credited to you under the terms of the Citizens Pension Plan for purposes of calculating
your benefit under the Plan , and the amount of offset of your benefit attributable to your
Citizens Pension Plan benefit. Your Citizens' Benefit Service is also used in determining
whether you have earned 35 years of Benefit Service. Note that Benefit Service that is
disregarded under the Citizens Pension Plan because of a break in your service is similarly
disregarded under this Plan.

An Example of the Normal Retirement Benefit Calculation -. Assume you decide to
retire in 2004 at age 65 with 30 years of Benefit Service. Also assume your Average
Compensation is $4,200 per month. Based on your retirement date, your Annual Covered
Compensation is $43,992, or $3,666 a month. Therefore, your Average Compensation over
Average Covered Compensation is $534. Here's how your normal retirement benefit under this
Plan is determined:

Normal Retirement Benefit Calculation Under this Plan

In this example, your normal Retirement Benefit would be $1 ,750.20. This is the amount
payable to you each month for life beginning at age 65. Keep in mind that your monthly
payment will be adjusted if you elect to receive it in any other payment form - for example, in
monthly payments over your lifetime and the lifetime of your spouse .

If you are a former Citizens employee who was an active participant in the Citizens
Pension Plan on August 10, 2003 and began participation in this Plan on August ll, 2003, any
amount payable to you under the Citizens Pension Plan will be subtracted from the amount
payable under this Plan. For purposes of the prior example, assume that 29 of the 30 years of
Benefit Service were with Citizens, and one year of Benefit Service was under this Plan. Also
assume that your Average Compensation under the Prior Plan was $4,100, and Annual Covered
Compensation was $3,664 in 2003. Therefore, your Average Compensation over Average
Covered Compensation is $436.

Based on these assumptions, your normal Retirement Benefit under the Citizens Pension
Plan would be:

7
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iYour actual Benefit Service as of the date your employment terminates
(determined without regard to the 35 year limit)

DIVIDED BY
I»!

Your projected Benefit Service as if you had continued working until your Normal Retirement
Date (determined without regard to the 35 year limit)
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$1,634.15 per month on a Straight Life basis. As a result, that amount will be deducted from the
amount you will receive from this Plan. Accordingly, you will receive $1,634.15 per month
from the Citizens Pension Plan and $116.05 per month from this Plan, for a total retirement
benefit of $1,750.20 per month on a Straight Life basis.

Early Retirement Benefit

You may retire as early as the first day of the month coinciding with or next following
your 55th birthday, as long as you have completed five years of Vesting Service. For the
definition of Vesting Service, see the discussion entitled "How your Vesting Service is
Determined," later in the SPD.

Your early Retirement Benefit is your Accrued Normal Retirement Benefit as of the date
your employment ends, multiplied by the early retirement fraction described below. Your
Accrued Normal Retirement Benefit is the benefit you have earned through the date you stop
working (under the normal retirement formula above) but using the Benefit Service you would
have had if you had continued working until your Normal Retirement Date (up to 35). This
"projected" retirement benefit is then multiplied by the ratio of your actual Benefit Service to the
Benefit Service you would have if you continued working to your Normal Retirement Date.

8
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65 0% 100%

64 5% 95%

63 10% 90%

62 15% 85%

61 20% 80%

60 25% 75%

59 30% 70%

58 35% 65%

57 40% 60%

56 45% 55%

55 50% 50%
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As noted above, your benefit will be subject to a second reduction if you begin receiving
payments before your Normal Retirement Date. Your benefit will be reduced by five-twelfths
(5/12) of one percent (1%) for each full month for which you receive distribution of your
benefits before you turn age 65. This reduction is made because you will be receiving payments
over a longer period of time. The reduction is calculated monthly, however, the schedule below
gives you an idea of the reduction factors that would apply for selected ages:

Early Retirement Benefit Reduction Schedule

If you retire in the middle of a year, the reduction is interpolated based on the first of the month
in which your benefit begins.

An Example of the Early Retirement Benefit Calculation -- Assume as in the prior example
that you decide to retire in 2004, but you are age 60 with 30 years of Benefit Service. Also
assume your Average Compensation is the same, $4,200 per month. Based on your 2004
retirement date, your Annual Covered Compensation is $43,992, or $3,666 per month, and your
Average Compensation over Average Covered Compensation is $534. Based on these
assumptions, the early Retirement Benefit would be calculated as follows:

9
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Multiplied by your Benefit Service projected to normal retirement date
(up to 35 years) (S)

x 35

Normal straight life retirement benefit** (C x S) $2,041 .90

Reduced by the Early Retirement Fraction of 30/35 X .857]43

Monthly adjusted straight life benefit payable at age 65 $1,750.20
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Early Retirement Benefit Calculation Under this Plan

** Note that this amount will be reduced by amounts payable to you under the Citizens Pension
Plan.

As you can see from the calculation, if you leave UES before your Normal Retirement Age, your
early retirement benefit expressed as a straight life annuity benefit beginning at age 65 is
$1,750.20. If you elect to receive payments before your 65th birthday, your benefit will be
reduced by five-twelfths (5/12) of one percent (1%) for each month that you receive distribution
of your benefits before you turn 65. In the example used above, if you elect to receive payments
immediately after your 60th birthday, you will receive your benefits 60 months before your 65*"
birthday, so the reduction is 25%. Accordingly, you would receive 75% of $1,750.20, or
$1,312.65 each month, commencing as of your 60"' birthday. Also keep in mind that your
monthly payment will be adjusted if you elect to receive it in any other payment form - for
example, in monthly payments over your lifetime and the lifetime of your spouse.

Important: If you plan to retire early and you want to receive your benefits beginning with the
first day of the month after your Termination of Employment, you should contact the Benefits
Office at least 120 days in advance. Your retirement election must be made within the 90-day
period ending on the date you want your retirement benefits to begin.

Postponed Retirement Benefit. You will continue to earn retirement benefits if you work
beyond your Normal Retirement Date. In that case, you will receive a retirement benefit
beginning on the first day of the month after you retire. Your postponed benefit is determined
using the Normal Retirement Benefit formula above, based on your Average Compensation and
Benefit Service (not in excess of 35 years) as of the date you retire.

Disability Retirement Benefit. If you are a Participant with five or more years of Vesting
Service and you become Pennanently Disabled while you are employed by UES, you will be
entitled to a disability retirement benefit.

10
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For purposes of this Plan, you will be considered to have a "Permanent Disability" (or be
Permanently Disabled") if you are determined to be disabled under the UES Long-Term

Disability Plan ("LTD Plan"), and the disability continues for at least six (6) consecutive
months

Your Disability Retirement Date is the date that the Committee determines your absence due to
the Permanent Disability began

While you are Permanently Disabled, you will continue to be credited with Benefit Service and
Vesting Service until the earliest of:

(1) the later of your Normal Retirement Date or the fifth anniversary of your Disability
Retirement Date,

(2) the date you refuse to submit to a medical examination as required to determine
whether the Permanent Disability still exists,

(3) the date you cease to be Permanently Disabled,

(4) the date of your death;

(5) the date your LTD Plan benefits cease; or

(6) the date your Retirement Benefit begins.

You can elect to begin your Retirement Benefits when you are eligible for a Normal or Early
Retirement Benefit. Your disability retirement benefit will be calculated using the applicable
benefit formula (based on whether you will be receiving an early or normal Retirement Benefit),
based on your Average Compensation as of your Disability Retirement Date and the Benefit
Service credited to you above. Remember that continuing service credits end when you elect to
retire.

If you are a Part-Time Employee on your Disability Retirement Date, your Benefit Service will
be credited at a rate of one-twentieth (l/20) of a year of Benefit Service for each month of
Permanent Disability, with a maximum of six months of Benefit Service credited in any Plan
Year.

Keep in mind that if you elect to receive a benefit before your Normal Retirement Age, the
Plan's early retirement factors will apply.

11
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Vesting and Forfeiture of Benefits at Termination of Employment

Vesting refers to the extent to which you have a no forfeitable right to your retirement
benefit when you leave UES. If you are credited with five or more Years of Vesting Service,
your right to your retirement benefits are fully or 100% vested, and you are entitled to all of the
benefits you earned under the Plan when you retire or otherwise leave UES. In addition,
regardless of your Vesting Service, your benefits are 100% vested at your Normal Retirement
Age if you are actively employed by UES.

How is Vesting Service Determined?

Vesting Service is equal to your aggregate Periods of Service and any periods that are required
by law to be credited to you for periods of military service. A Period of Service begins on your
Employment Commencement Date and ends on your Severance from Service Date, and includes
Periods of Severance under 12 months. The following periods are not counted in determining
Vesting Service:

• Any Periods of Severance of 12 months or more,

• Any Periods of Service before a Period of Severance that is 60 consecutive months or
more, if benefits were not vested,

• Any Periods of Service before a Period of Severance of at least 12 consecutive months
unless you are credited with a one year Period of Service after that Period of Severance,
and

Any Periods of Service prior to your 18'h birthday.

A Period of Severance commences on the date your employment terminates, and ends on any
subsequent reemployment date. A Period of Severance will not include :

• Credited Leave, which is defined as any leave of absence (1) due to illness or injury (not
otherwise required to be credited to you under the Family and Medical Leave Act), or (2)
for further education, or Government service as determined by UES,

• Any leave of absence to enter the Armed Forces of the United States (1) through the
operation of a compulsory military service law; (2) during a period of declared national
emergency, or (3) pursuant to a leave of absence granted by UES, as long as you return to
the service of UES within 90 days (or such longer period as may be required by law) after
your discharge or release from active duty, or within the period for which leave of
absence was granted by UES, or

• Any absence from work due to a leave under the Family and Medical Leave Act.

If you began participation in this Plan or with an affiliated employer on August ll, 2003, your
Vesting Service includes the Vesting Service credited to you under the terms of the Citizens
Pension Plan, including its provisions disregarding service due to a Period of Severance.

12
DC1 30126334.1

UNSG0571/07527



Attachment RCS-5
Page G1 of 187

Docket No. G-04204A-08-0571

Effect of Termination of Employment

If your employment terminates before your Early Retirement Age (age 55 with 5 or more years
of Vesting Service), you will be entitled to receive benefits only if you have at least 5 years of
Vesting Service when you leave. If you leave employment before you are fully vested in your
benefits, you will forfeit your unvested pension benefits.

Your Termination of Employment Benefits are calculated in the same way as Early Retirement
Benefits (described above), using your Benefit and Vesting Service as of the date of Termination
of Employment. Your benefits can begin as early as the first of the month on or after your 55th
birthday. Remember, benefits will be actuarially reduced if you begin payment before your
Normal Retirement Date at a rate of 5/12"" of 1% per month.

If the Actuarial Equivalent present value of your benefits when you leave is $5,000 or less, you
will automatically receive your benefit in a single lump sum (which you may elect to have rolled
over to a new plan). In contrast, if your benefits exceed $5,000, you will have a choice of the
form in which you receive those benefits (see the section below entitled "How Benefits are
Paid").

Be sure to notify UES if you have a change in address. This way, UES will be able to contact
you when you become eligible for a distribution of your vested benefits.

Any benefit that is not vested will be deemed cashed out on the date you incur a Period of
Severance of 12 consecutive months. If you are rehired and earn a Year of Service before you
have a :five (5) year Period of Severance, your benefit will be restored.

Transfers to Another Employer. If you transfer to an affiliated employer that has not adopted
this Plan, you will cease to accrue additional benefits under this Plan.

Re-employment After Retirement.

If you are rehired by UES after you have begun receiving retirement benefits from this Plan
before Normal Retirement Date (your sixty-fifth (65) birthday), your benefits will be suspended
until you subsequently retire. When you subsequently retire, your benefit will be based upon
your Average Compensation and Benefit Service at your subsequent retirement date, reduced by
the actuarial value of prior payments you received. If you received a lump sum payment of your
vested benefit when you previously left employment, your prior Benefit Service will be
disregarded for all purposes of the Plan.

If you are rehired (or continue to be employed by UES) after your sixty-fifth (65th) birthday,
your benefits will be suspended for each month in which you are credited with forty (40) or more
Hours of Service. You must notify UES in order to resume benefits after you stop being so
employed. Your benefits will resume no later than the third month after you stop being so
employed, assuming you have given the required notice to UES.

The details regarding the impact of rehire upon the payment, the amount and form
of benefits under the Plan are extensive. If you are thinking about returning to work with
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UES after commencing your benefits under the Plan, please contact the Plan Administrator
for the specific rules that will apply to your situation

How Benefits are Paid

The Plan allows you to receive your retirement benefits in a variety of ways. You choose the
method that best fits your personal financial needs.

Forms of Benefits. If the Actuarial Equivalent present value of your vested benefit exceeds
$5,000, you may elect to receive your benefits under several different payment options:

Life Annuity: This option provides monthly benefits to you for life. When you die,
payments end. No income will be paid to anyone else.

Life Annuity with a five or ten-year certain feature: The 5-year or 10-year life annuity
pays reduced monthly benefits to you for life, with guaranteed payments for a period of
60 or 120 months, as you elect. If you die within the guaranteed period, your designated
Beneficiary will receive your monthly benefit for the remainder of the period. If you
receive monthly benefits for the full guaranteed period during your lifetime, no benefits
will be paid after you die. The amount by which your benefit is reduced depends on the
option you choose and your age. If your Beneficiary dies before you, you may designate
a new Beneficiary.

33 1/3, 50%, 66 2/3%, 75%, or 100% Joint and Survivor Annuity Options: These options
provide a reduced joint and survivor annuity. A joint and survivor annuity provides a
monthly benefit to you for your lifetime. After your death, your Beneficiary will receive
the percentage elected of your monthly benefit for the remainder of his or her lifetime.
The monthly benefit you receive will be less than a single life annuity because it will be
paid over two lifetimes - yours and your Beneficiary's. The amount of the reduction
depends on your age and the age of your Beneficiary when benefit payments begin. If
your Beneficiary dies before you, you cannot name another Beneficiary, and your
payment level will not increase. Benefits end upon your death.

• Voluntary lump-sum distribution: If your vested benefit exceeds $5,000, this option
provides a lump-sum distribution. The amount of the lump sum is the Actuarial
Equivalent present value of your vested benefit payable on your Annuity Starting Date.

If the Actuarial Equivalent present value of your vested benefit is $5,000 or less, you will
automatically receive your benefit in a single lump sum. This applies to both single and married
employees. Thereafter, you will not be entitled to any monthly benefit.

Special Rules forMarried Participants. If you are married on your Annuity Starting Date, you
must receive distribution of your vested benefit in the form of a 50% (or greater) Joint and
Survivor Annuity with your spouse as your Beneficiary, unless you and your spouse elect to
waive this font of distribution. Your spouse's election must be witnessed by a notary public or
the Plan Administrator during the 90-day period ending on your Annuity Starting Date. Your
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election must state the optional form of benefit that you would like distributed and the time of
the distr ibution, and must designate any non-spouse Beneficiary, including contingent
Beneficiaries, which cannot be changed without your spouse's consent (if applicable). A
spouse's consent to the waiver, once given, may not be revoked. You may revoke the waiver of
a Joint and Survivor Annuity without your spouse's consent at any time prior to your Annuity
Starting Date (and if so desired, waive it again before that date so long as the requirements for
the waiver are satisfied).

Electing a Payment Method. You must elect the form of payment during the 90-day period
preceding your Annuity Starting Date. This election may not be changed after your Annuity
Starting Date. Remember to contact us 120 days in advance. As you approach retirement age,
you will receive more specific information about your benefit options and payment amounts.

If no election of method of distribution is made and you are single, you will be deemed to have
elected a straight life annuity with no ancillary benefits. If you are married, you will be deemed
to have selected a 50% Joint and Survivor Annuity with your spouse as the Beneficiary.

Keep in mind that you may be asked to provide copies of your birth certificate, applicable spouse
birth certificate and manage license, and may be asked to provide proof of a divorce or spouse
death certificate.

Survivor Benefits

If You Die Before Retirement Benefits Begin. If you die before retirement benefits begin,
have a vested benefit in the Plan, and are survived by a spouse to whom you have been married
for at least one (1) year at the time of your death, your spouse will be eligible to receive a
Qualified Preretirement Survivor Annuity. Your spouse is eligible for this benefit even if you
are no longer working when you die. This benefit will be paid to your spouse in the form of an
annuity for your spouse's life. If the Actuarial Equivalent present value of the Qualified
Preretirement Survivor Annuity does not exceed $5,000, the benefit will be paid as a lump sum.

Amount of Benefit. The amount of the annuity your surviving spouse can receive from the plan
is the survivor benefit the spouse would have received if you (1) terminated employment on your
date of death or earlier termination date, (2) survived to your earliest retirement age under the
plan (or, if later, your actual date of death), (3) elected a 50% Qualified Joint and Survivor
Annuity at that time, and then (4) died immediately after you began receiving payments. Note
that the benefit is actuarially adjusted to the extent that payments begin before you would have
attained age of 65.

When Payments Begin. The distribution to your spouse will begin on the earliest of:

H) the first day of the month following your death, if your death occurs after your
Normal Retirement Age,

b) the first day of the month following your Normal Retirement Age if your death
occurs prior to that time, unless your spouse elects to receive the benefit before
your Nonnal Retirement Age (but not earlier than the date you would have
attained your Early Retirement Date had you survived), and
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c) if you die before your Normal Retirement Age, and the Actuarial Equivalent
present value of the Preretirement Death Benefit does not exceed $5,000, the first
day of the month following your death.

If you die before your Nonnal Retirement Age, and the present value of your Preretirement
Death Benefit exceeds $5,000, your spouse may elect to have distribution of the benefit begin on
the first day of any month following the election, but not earlier than your Early Retirement Date
or after your Normal Retirement Age.

Special Circumstances

If you are married, and (a) you give the Committee written notice of your election to
commence your retirement benefits on a specific date, or your retirement benefit is to
commence on or after your Normal Retirement Date or after you reach age 70% in the
absence of such election, and (b) within 90 days prior to the benefit commencement date,
you elect a joint and survivor annuity form of payment with your spouse to receive more
than 50% of the amount payable, then your surviving spouse's annuity will be based on
the larger amount payable under the joint and survivor annuity.

• If you are married, and (a) you die while employed or while on Permanent Disability
after having elected to retire within 90 days of such election and to commence your
retirement benefit in the font of a lump-sum payment, and Ga) your death occurs prior to
the benefit commencement date, a lump-sum payment in the same amount will be
payable to your spouse on the date the payment would have been made to you had you
lived. In order to receive this lump-sum payment, your spouse must, within 60 days after
the date of your death, waive the Preretirement Death Benefit that would otherwise be
payable.

If You Die After Retirement Benefits Begin. If you die after you have started to receive your
retirement benefit, payments will continue only if you elected a payment form that provides for a
survivor benefit to be paid to your designated Beneficiary. You need to understand that a single
life annuity provides monthly benefits to you for life. If you elect to have your retirement benefit
paid to you in that form, payments end when you die. No income will be paid to anyone else.

No benefit is paid under the plan if you die before retirement benefits begin and you are
not survived by a legal spouse.

Taxes and Your Benefits

You are responsible for paying applicable taxes on your benefit when you receive it. Under
current tax law, your retirement benefit is not taxable while it remains in the Plan. When you (or
your Beneficiary) receive a distribution from the Plan, you are responsible for paying applicable
income taxes. If a lump sum payment is made, you may also owe a 10% penalty tax if your
retirement benefits are paid to you before age 59% and you terminate employment before the
beginning of the year in which you reach age 55.

In general, you can defer paying taxes if you elect to "rollover" your lump sum payout (that is,
have it transferred directly) to a plan that will accept rollovers ("Eligible Retirement Plan"), such
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as a 401(k) plan, a section 457 government plan, or a section 403 (b) annuity, or to a traditional or
"conduit" individual retirement account ("IRA"). However, certain types of payments generally
cannot be rolled over:

• Payments Spread Over Long Periods: Annuity payments cannot be rolled over because
they are part of a series of equal (or almost equal) payments that are made at least once a
year and will last for your lifetime or for more than ten (10) years.

• Required Minimum Payments: Beginning in the year you reach age 70% or retire,
whichever is later, a certain portion of your payment cannot be rolled over because it is a
required minimum payment that must be paid to you.

If you do not elect a direct rollover of the entire lump sum distribution, the Plan is generally
required to withhold 20% of the taxable portion of the amount distributed. You will receive
additional information on the rollover or direct transfer option when you terminate employment
and are ready to receive a distribution.

If you receive payment of your benefit in the form of an annuity (fixed payments for life), you
may elect whether or not to have taxes withheld. If you do not make any election, federal
income tax will be withheld automatically. Withholding is applied as if the payments were
wages. If you elect not to have withholding apply, or even if you do elect withholding, you may
still owe taxes on the payments. You are responsible for payment of any taxes associated with
the payments.

Social Seeurity Benefits

Throughout your working career, both you and UES contribute toward your Social Security
benefits through payroll taxes. These benefits are in addition to your benefits under the Plan and
provide you with an important source of retirement income. You will not receive Social Security
benefits automatically. You must apply for them.

If you were born on or before January l, 1938, your full Social Security benefits can begin at age
65. If you were born later than that date, your full Social Security benefits can begin between the
ages of 65 and 67, depending on your birth date. You can consult the chart at the Social Security
Administration's website on the Internet at http://www.ssa.gov/retirechartredhtm for the age
when you will be entitled to receive your full benefits. You may begin receiving reduced Social
Security benefits at age 62.

If you are married, your spouse also is entitled to receive Social Security benefits in an amount
based on your pay or his or her pay - whichever produces the greater benefit.
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Additional information about your Social Security benefits and how to apply for them is
available through SSA's website at http://www.ssa.gov, or you can contact your local Social
Security office. The national toll-free number for Social Security currently is 1-800-772-1213.

Plan Administration

The Plan is administered by a Committee appointed by the President of Tucson Electric Power
Company. The Committee consists of at least three members, and its functions include resolving
claims for benefits and interpreting and construing the terms of the Plan. The Committee has
absolute and exclusive authority to interpret the provisions of the Plan in its discretion. The
Committee will appoint a Plan Administrator who will maintain Plan records, and make
appropriate reports and disclosures required by ERISA. A Trustee will be appointed to manage
and control the trust fund and its assets.
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How to Apply for Benefits -- Claims Procedure

To receive benefits under the Plan, you must apply to the Benefit Claims Committee. This
section describes how to file a claim and an appeal

Filing a Claim. There are specific procedures for filing claims and settling disputes. The
Benefit Claims Committee can explain these to you. To receive benefits from the Plan, you or
your Beneficiary must submit a request in writing to the Benefit Claims Committee. You should
contact the Committee at least 90 days before you want to begin receiving your benefits.

If Your Claim is Wholly or Partially Denied. If you file a claim for benefits under the Plan
and your claim is denied in whole or in part, you will be notified in writing. The notification will
include:

• The reason for the denial,

• The specific Plan provisions on which the denial was based,

• A description of any additional information needed to process your claim, and

An explanation of the claim review procedure.

Ordinarily you will receive this written notice within 30 days after your claim is filed.

If you disagree with the decision, you have a right to request a review of the denial of your
claim. To do so, you, your Beneficiary, or your authorized representative must submit a written
request to the Benefit Claims Committee within 60 days of receiving the notice of denial. You
may review relevant documents or records and submit your comments in writing. You, your
Beneficiary, or your authorized representative will have the right to review all pertinent Plan
documents.

You will receive a written decision on your request for review within 60 days of the date the
Benefit Claims Committee receives your request unless special circumstances, such as the need
to hold a hearing, require an extension of time, in which case the 60-day period shall be extended
to 120 days and you will be notified of the extension. You will be notified in writing of the final
decision, and this decision shall include the specific reasons for the decision, referring to Plan
provisions that set forth those reasons.

If you receive a final denial regarding your claim for benefits, you have certain rights under the
law. For more information, see the section entitled "ERISA Rights" on page 21 .
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Additional Information About the Plan

The following is general information about the Plan, certain federal laws, and your rights under
the Plan. Please read this section carefully, paying particular attention to how the Plan is
governed by federal law.

Internal Revenue Service (IRS) Limits. Government regulations put a cap on the amount of
income an employee may receive under a qualified pension plan. For example, Federal law limits
the amount that can be considered as compensation for Plan purposes each year. In addition, the
IRS sets certain limitations on the amount that employees can receive from plans like the Plan.

The IRS may adjust these limits from time to time to reflect changes in the cost of living. You
will be notified if you are affected by these limits.

Non-assignment of Benefits and Qualified Domestic Relations Orders. You cannot assign
the benefits payable to you to another person. One exception is that benefits will be paid
according to a valid Qualified Domestic Relations Order (QDRO).

A QDRO is an order from a state court that meets certain legal specifications and directs the Plan
to pay all or a portion of a Participant's benefits to a spouse, fanner spouse, or dependent child.

You will be notified immediately if an attempt is made to assign your benefits through a court
order. The Committee is responsible for determining whether or not the order is qualified, and
has adopted procedures governing QDROs. You can obtain a copy of those procedures, without
charge, by contacting the Benefits Office.

Payment to Minors and Incompetents. If anyone entitled to income from the Plan is a minor
or is judged to be physically or mentally incompetent, the Committee may pay the income to
someone else for the benefit of the recipient (to a legal guardian, for example).

You may execute a form referred to as a "power of attorney" that authorizes another person or
entity to act on your behalf if due to illness or incapacity, you are unable to do so yourself You
must specifically mention in the power of attorney that you are authorizing that person or entity
to act on your behalf with regard to your benefits under this Plan. Please contact the Benefits
Office for additional information regarding this issue.

Top-Heavy Rules. Under current tax law, if a plan provides more than 60% of its benefits to
"key" employees, that plan is considered to be "top heavy." Both "top-heavy" and "key"
employees are terms defined under the Code.

At present, the Plan is not top-heavy. In the unlikely event that it becomes top-heavy, you will
be notified, your benefits may be adjusted, and your vesting may be accelerated to keep the Plan
qualified under IRS regulations.
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Continuance of the Plan

Amendment or Termination of the Plan. UES reserves the right to amend the Plan at any time
and for any reason by action of the President of Tucson Electric Power Company ("TEP"). UES
may also terminate the plan at any time and for any reason by action of the Board of Directors of
TEP.

If UES terminates the plan for any reason, the assets in the Plan will be used for the exclusive
benefit of Plan Participants and their beneficiaries. Any funds that remain after all benefits are
paid to Participants will revert to UES. If you are affected by the termination, you will become
100% vested in your retirement benefit under the Plan, to the extent the benefit is funded.

Plan Insurance. The benefits under this Plan are insured by the Pension Benefit Guaranty
Corporation ("PBGC"), a federal insurance agency. If the Plan terminates (ends) without enough
money to pay all benefits, the PBGC will step in to administer the Plan and pay retirement
benefits. Most people will receive all of the retirement benefits they would have received under
the Plan, but some people may lose certain benefits.

The PBGC guarantee generally covers:

Normal and Early retirement benefits,

Disability benefits if you become disabled before the Plan terminates, and

Certain benefits for your survivors.

The PBGC guarantee does not cover:

Benefits greater than the maximum guarantee amount set by law for the year in which the
Plan terminates,

Some or all of benefit increases and new benefits based on Plan provisions that have been
in place for fewer than 5 years at the time the Plan terminates,

• Benefits that are not vested because you have not worked long enough for UES,

Benefits for which you have not met all of the requirements at the time the Plan
tennmates,

• Certain early retirement payments (such as supplemental benefits that stop when you
become eligible for Social Security) that result in an early retirement monthly benefit
greater than your monthly benefit at the plan's Normal Retirement Age, and

Non-retirement benefits, such as health insurance, life insurance, certain death benefits,
vacation pay and severance pay.
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Even if some of your benefits are not guaranteed, you may still receive some of those benefits
from the PBGC depending on how much money the Plan has and on how much the PBGC
collects from employers. For more infonnation on the PBGC and the benefits it guarantees, ask
your Plan Administrator or contact the PBGC's Technical Assistance Division, 1200 K Street,
N.W., Suite 930, Washington, D.C. 20005-4026 or call 202-326-4000 (not a toll-free number).
TTY/TDD users may call the federal relay service toll-free at 1-800-877-8339 and ask to be
connected to 202-326-4000. Additional information about the PBGC's pension insurance
program is available through the PBGC's website on the Internet at http://www.pbgc.gov.

ERISA Rights

If you are a Participant in the Plan, you are entitled to certain rights and protections under the
Employee Retirement Income Security Act of 1974 ("ERISA"). The following is a summary of
those rights:

• You may examine, without charge, all Plan documents, including insurance contracts and
copies of all documents filed by the Plan with the U.S. Department of Labor, such as
detailed annual reports and Plan descriptions. These documents are available during
regular business hours.

• You may obtain copies of all Plan documents by writing to the Plan Administrator.
There will be a reasonable charge for duplicating documents.

• Each year you will receive a summary of the Plan's annual financial reports. The Plan
Administrator is required by law to furnish you with a copy of this information.

• Upon your written request, you may obtain a statement telling whether you have a right
to receive a benefit under the Plan, and if so, the amount of the benefit. If you are not
eligible for a benefit, the statement will tell how many more years you have to work to
get a right to a benefit. This statement is not required to be given more than once a year.
It is provided free of charge.

• If your claim for a benefit is denied in whole or in part, you must receive a written
explanation of the reason for the denial. You have the right to have the Plan review and
reconsider the claim.

In addition to creating rights for Plan Participants, ERISA imposes duties on the people who are
responsible for the operation of employee benefit plans. The people who operate the plan are
called "fiduciaries." Fiduciaries have a duty to operate the plan prudently and in the interest of
all Plan Participants and Beneficiaries. No one, including UES or any other person, may fire you
or otherwise discriminate against you in any way to prevent you from obtaining a benefit or
exercising your rights under ERISA.

Under ERISA, there are steps you can take to enforce these rights. For instance, if you make a
written request for materials from the Plan and do not receive them within 30 days, you may :tile
suit in federal court. In such a case, the court may require the Plan Administrator to provide the
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materials and pay you up to $110 a day until you receive the materials, unless the materials were

not sent because of reasons beyond the control of the Plan Administrator. If you have a claim for
benefits that is denied or ignored, in whole or in part, you may file suit in a state or federal court.
In addition, if you disagree with the Plan's decision or lack thereof concerning the qualified
status of a domestic relations order, you may tile suit in a state or federal court.

If it should happen that the Plan fiduciaries misuse the Plan's money, or if you are discriminated
against for asserting your rights, you may seek assistance from the U.S. Department of Labor, or
you may file suit in a federal court. The court will decide who should pay court costs and legal
fees. If you are successful, the court may order the person you have sued to pay these costs and

legal fees. If you lose, the court may order you to pay these costs and fees, for example, if it
finds that your claim is frivolous.

If you have any questions about the Plan, you should contact the Plan Administrator. If you have
any questions about this statement or about your rights under ERISA, or if you need assistance in
obtaining documents from the Plan Administrator, you should contact the nearest Area Office of
the Employee Benefits Security Administration, U.S. Department of Labor, listed in your
telephone directory or the Division of Technical Assistance and Inquiries, Employee Benefits
Security Administration, U.S. Department of Labor, 200 Constitution Avenue, N.W.,
Washington, D.C. 20210.
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Appendix A

Glossary of Terms

Actuarial Equivalentmeans a benefit or amount that replaces another and has the same value as
the benefit or amount it replaces based on the applicable actuarial assumptions and interest rates.

Affiliated Company means UES or any entity that is in the same controlled group or under
common control with UES in accordance with the rules defined in the Internal Revenue Code.

Annuity Starting Date generally means the first date as of which your vested retirement
benefits or Preretirement Death Benefits are to begin, or the date on which your lump sum is
paid to you.

Beneficiary means the person or persons who would become eligible to receive any benefits
under the Plan in the event of your death.

Benefit Claims Committeemeans the committee designated to review your request for benefits.

Board means the Board of Directors of Tucson Electric
delegate.

Power Company or its authorized

Code means the Internal Revenue Code of 1986, as amended firm time to time.

Committeemeans the committee appointed by the Board to administer the Plan.

Credited Leave means any leave of absence due to illness, injury, further education or
Government service as determined by the Committee. This term includes any leave of absence
to join the Armed Forces of the United States in connection with a compulsory military service
law, during a period of declared national emergency, or if UES grants other military-related
leaves of absence, provided you return to work within 90 days (or such longer periods as may be
provided by law) after your discharge or release from active duty in the Armed Forces, or within
the period for which your leave of absence was granted by UES.

Eligible Retirement Plan means an individual retirement account, individual retirement annuity,
annuity plan, or qualified trust, as defined in the Code, that accepts your eligible rollover
distribution. In the case of an eligible rollover distribution to a surviving spouse, an Eligible
Retirement Plan is an individual retirement account or individual retirement annuity.

Employeemeans any person classified and treated by UES as a common-law employee.

Employer means UES and any participating company.

Employment Commencement Date generally means the day you are first credited with an
Hour of Service, or if you had a Period of Severance, the day you are first credited with an
Hour of Service after the Period of Severance.

ERISA is the Employee Retirement Income Security Act of 1974, as amended firm time to
time.
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50% Joint and Survivor Annuity means an annuity for your lifetime with a survivor annuity
for the life of your surviving spouse where the survivor annuity is 50% of the amount of the
annuity payable during the joint lives of you and your spouse. The joint and survivor annuity is
at least the Actuarial Equivalent of the most valuable form of benefit under the Plan payable to
you on your Annuity Starting Date. Note, however, if you were participating in the Citizens
Pension Plan on December 31, 1975, and if you were to die before receiving a total of 120
monthly payments, then your survivor will receive the amount that would have been payable to
you (as though you had not died), until a total of 120 monthly payments have been made. After
the 120*" month, the amount of the survivor pension will be 50% of the reduced pension. In
addition, the survivor annuity will be payable until a total of 120 monthly payments have been
made without regard to whether or not your spouse is living. Any such survivor annuity payable
after the death of your spouse will be payable to a Beneficiary.

Medical or Family Leave means an Employee's leave of absence from employment with an
Affiliated Company because of: (a) pregnancy, birth of the Employee's child, placement of a
child with the Employee in connection with adoption of the child or caring for a child
immediately following birth or adoption or (b) any other reason that would entitle the Employee
to take a leave under the Family and Medical Leave Act of 1993. The Employer shall determine
the first and last day of any Medical or Family Leave.

Participant means an Eligible Employee who is participating in this Plan.

Period of Service means a period (including any periods of Credited Leave) beginning when a
Participant is credited with an Hour of Service (Employment Commencement Date) and
ending on the Participant's Severance from Service Date. For vesting purposes, Period of
Service includes any Period of Severance under 12 months.

If you became a Participant in this Plan because you were an active participant in the Citizens
Pension Plan on August 10, 2003, a Period of Service for any period prior to August 11, 2003,
will be determined according to the terms of the Citizens Pension Plan, including provisions
relating to disregarding service due to a Period of Severance.

Period of Severance means the time beginning on your last day of work and ending on the date
you are re-employed.

Permanent Disability means total disability by bodily or mental injury or disease as determined
by the Committee based on a determination made by the insurer under the Company's long-term
disability plan or the Social Security Administration provided:

(a) the Employee has five years of Vesting Service,

(b) the Employee becomes entitled to benefits under the Company's long-term
disability plan;

(c) the Employee cams at least one Hour of Service as an active Employee of an
Employer after the Effective Date, and

(d) such disability shall have existed for a period of six consecutive calendar months.
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Permitted Leave means an approved leave of absence from UES, including but not limited to
military service, illness, disability, Medical or Family Leave, educational pursuits, service as a
juror, temporary employment with a government agency, or any other leave of absence approved
by the participating company.

Plan means the Pension Plan for Employees of Unisource Energy Services.

Plan Year means the calendar year.

Preretirement Death Benefit means the death benefit payable under the Plan to your surviving
spouse if you die before your Annuity Starting Date and the following additional criteria are
met:

• you have a vested benefit in the Plan, and

• you have been mailed to your spouse for at least one (1) year at the time of your death.

Qualified Preretirement Survivor Annuity means an immediate survivor annuity for the life of
your spouse, equal to:

If you die after your Early Retirement Age, the survivor annuity your spouse would
have received if you had a Termination of Employment or Retirement on the day before
your death and received distribution of benefits in the form of an immediate 50% Joint
and Survivor Annuity, or

If you die on or before your Early Retirement Age, the survivor annuity your spouse
would have received if you had a Termination of Employment on the day of your death,
survived to your Early Retirement Date, received distribution of benefits in the form of a
50% Joint and Survivor Annuity on your Early Retirement Date, and died on the day
alter your Early Retirement Date.

Retirement Benefitmeans the monthly benefit that you accrue under the Plan. The normal font
of this benefit is a single life annuity. If you were a participant in the Citizens Pension Plan prior
to January 1, 1976, the nonna form of benefit is a single life annuity with a 10-year term certain.

Severance from Service Date means the earliest of:

• The day of your Retirement, Termination of Employment, or death,

• The second anniversary of your absence for Medical or Family Leave, and

The first anniversary of the first day of a period in which you remain absent from service
for any reason other than quitting, discharge, retirement or death.

If you incur a Permanent Disability, your Severance from Service Date will be the earliest of
the following:

• The day on which you recover from the disability,
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• Your 65"' birthday,

• The day you begin to receive distribution of yourRetirement Benefits, or

• The day this Plan is terminated or the accrual of benefits under this Plan otherwise
ceases.

Termination of Employment means the termination of your employment with UES, whether
voluntary or involuntary, for any reason, including but not limited to, quit or discharge.

Vesting or vested means a right to receive a benefit that cannot be taken away from you. A
Vested benefit means the no forfeitable portion of your Retirement Benefit. You will become
100% vestedafter five (5) years of Vesting Service.

Vesting Service means your aggregate Periods of Service and any periods that are required by
law to be credited to you for periods of military service. The following periods are not counted
as Vesting Service:

• Any periods preceding a Period of Severance that is 60 consecutive months or more if
you had no Vested Interest,

Any periods preceding a Period of Severance of at least 12 consecutive months, unless
you are credited with a Period of Service of one year after thatPeriod of Severance,

• Any periods while your Employer is not UES or an affiliated employer, and

Periods of Service prior to your 18'*' birthday.

If you became a Participant in this Plan on August 11, 2003, and you were an active participant
in the Citizens Pension Plan on August 10, 2003, your Vesting Service includes periods prior to
August ll, 2003 credited to you under the terns of the Citizens Pension Plan, including its
provisions disregarding service due to a period of severance.

9
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A Final Word

As explained at the outset, this booklet provides a summary description of the Pension Plan for
Employees of Unisource Energy Services. It highlights the main provisions of the Plan but is
subject to the terms and provisions of the Plan Document. If this booklet and the official plan
document vary in the description of the Plan, the plan document is the final authority,

This description of your pension benefits is not an employment contract or any type of
employment guarantee.

28
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GENERAL PLAN INFORMATION

Plan Name : Pension Plan for Employees of Unisource
Energy Services

Plan Sponsor and Address: Tucson Electric Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701

Employer Identification Number: 86-0062700

Plan Number: 003

Plan Administrator: Pension Committee
c/o Tucson Electric Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701
Telephone (520) 571 -4000

The Plan Administrator is designated as an agent
for all purposes of legal process. Service of legal
process may be made upon the Plan
Administrator.

Type of Administration: Committee appointed by Board of Directors of
the Company.

Funding Medium: Trust Fund

Trustee: State Street Bank and Trust Company

Trustee's Address: One Enterprise Drive
North Quincy, MA 02171
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TF 6.103 Are there any aspects of the Company's accounting adjustments
and revenue requirement claim which represents a conscious
deviation from the principles and policies established in' prior
Commission Orders? If so, identify each area of deviation, and for
each deviation explain the Company's perception of the
principle established in the prior Commission orders, how the
Company's proposed treatment in this rate case deviates
from the principles established in the prior Commission orders,
and the dollar impact resulting from Such deviation. Show which
accounts are affected and the dollar impact on each account for
each such deviation.

RESPONSE: The only accounting adjustments that knowingly deviate from the
Commission's prior decision for UNS Gas are: the "Customer
Advances Adjustment" and the "Incentive Compensation
Adjustment". The only known deviation within revenue
requirements is the expense associated with "Supplemental
Executive Retirement Plan."

In the prior Commission decision, 100% of the customer advances
balance was deducted from rate base. The Company is requesting
that the portion of die advances already expended by the end of the
test year, but not included in rate base, be excluded from the
advances credit to rate base. This is fully explained in the Direct
Testimony of UNS Gas witness Mr. Dallas Dukes. The dollar and
accounts impact can be found in the pro forma work papers
provided in response to Commission Staffs data request JMK 1.1
workpapers supporting the adj vestment.

I n  t he  pr i o r  Com m i ssi on  dec i s i on ,  50% of  t he  i ncent i v e
compensation expense was excluded from revenue requirements.
UNS Gas is requesting full recovery of the normal and recurring
level of incentive compensations expense. This is fully explained
in the Direct Testimony of UNS Gas witness Mr. Dallas Dukes.
The dollar and accounts impact can be found in the pro forma work
papers provided in response to Commission Staffs data request
JMK 1.1 workpapers supporting the adjustment.

In the prior Commission decision i  00% of  the supplemental
executive retirement plan expense was excluded from revenue
requirements. UNS Gas is requesting full recovery of the normal
and recurring level of the expense contained within die test year.
The dollar and accounts impact are being provided in response to
TF 6.64.

RESPONDENT :

WITNESS :

Dallas Dukes

Dallas Dukes
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UNS GAS, INC.'S SUPPLEMENTA RESPONSE TO
STAFF'S SIXTH SET OF DATAREQUESTS

DOCKET no. G-04204A-08-0571
May 14, 2009

TF 6.92 Please provide complete copies of any bonus programs or incentive
award programs in effect at the Company for the most recent three
years. Identify all incentive and bonus program expense incurred in 2008
and 2009. Identify the accounts charged. Identify all incentive and bonus
program expense charged or allocated to the Company from affiliates in
2008 and 2009.

RESPONSE : See response to TF 6.64 for description of bonus program available to
UNS Gas Non-Union Employees. Union employees are not eligible for a
bonus program.

Long-term Incentive Program: UNS Gas Officers are eligible to
participate in a Long-term Incentive Program. Please see the PDF File TF
6.92 Officer LTI (Confidential), Bates Nos. UNSG(057l)07992 to
UNSG(057l)0'/993 on the enclosed CD for descriptions of the terms of
the 2008 long-term incentive program.

Bates Nos. UNSG(0571)07992 to UNSG(0571)07993 contain confidential
information and are being provided pursuant to the terms of the Protective
Agreement.

SUPPLEMENTAL
RESPONSE : See response to TF 6.64 for description of bonus program available to

UNS Gas Non-Union Employees. Union employees are not eligible for a
bonus program,

Long-term Incentive Program: UNS Gas Officers are eligible to
participate 'm a Long-term Incentive Program. Please see the PDF File
provided in response to TF 6.92 on April 17, 2009, TF 6.92 Officer LTD
(Confidential), Bates Nos. UNSG(0571)07992 to UNSG(057l)07993, for
descriptions of the terms of the 2008 long-term incentive program.

Bates Nos. UNSG(0571)07992 to UNSG(0571)07993 contain confidential
information and are being provided pursuant to the terms of the Protective
Agreement.

Expense:

UNS Gas Incentive Compensation ("PEP:) Program (excluding
officers):

2008 = $268,127.72

Charged to Account 50100, Sub 0000, Expenditure Type 050,
FERC 0870, 0874, 0880, 0887, 0920
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UNS GAS, INC.'S SUPPLEMENTAL RESPONSE TO
STAFF'S SIXTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
May 14, 2009

UNS Gas kicentive Compensation (PEP) Program Officer portion
of Incentive: Allocated by Massachusetts Formula

2008 = $129,761 .00

Charged to Account 52100, Sub 0000, Expenditure Type 052,
FERC 0920

Stock Option Expense: Allocated by Massachusetts Formula

2008 = $129,850.02

Charged to Account 50100, Sub 4014, Expenditure Type 085,
FERC 0920

Dividend Equivalents on Stock Units: Allocated by Massachusetts
Formula

2008 : $18,780.67

Charged to Account 50100, 79040, Sub 3604, Expenditure Type
085, FERC0920

Performance Share Award: Allocated by Massachusetts Formula

2008 = $34,689.17

Charged to Account 50100, Sub 4013, Expenditure Type 085,
FERC 0920

Dividend Equivalent on Stock Options: Allocated by
Massachusetts Formula

2008 = $23,806.64

Charged to Account 50100, 79040, Sub 4019, Expenditure Type
085, FERC 0920

Spot Awards

2008 = $12,535.05

Charged to Account 50100, Sub 0000, Expenditure Type 055,
FERC 0920

Directors Stock Awards: Allocated by Massachusetts Formula

2008 = $72,263.73

Charged to Account 79040, Sub 4020, Expenditure Type 230,
FERC 0930

UNS Gas is unable to provide 2009 results until the quarterly reports have

been filed with the SEC I

RESPONDENT: Maya Liddell

WITNESS: - -- - Dallas Dukes
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SUPPLEMENTAL
RESPONSE : The following items have been updated to reflect January 2009 through

March 2009 data.

(

Expense (charged or allocated):

- UNS Gas Incentive Compensation ("PEP") Program (excluding
officers):

2009 = 363,000.00

Charged to Account 50100, Sub 0000, Expenditure Type 050,
FERC 0870, 0874, 0880, 0887, 0920

UNS Gas Incentive Compensation ("PEP") Program Officer
portion of Incentive: Allocated by Massachusetts Formula

2009 = $28,749.00

Charged to Account 52100, Sub 0000, Expenditure Type 052,
FERC 0920

Stock Option Expense: Allocated by Massachusetts Formula

2009 = $35,936.79

Charged to Account 50100, Sub 4014, Expenditure Type 085,
FERC 0920

Dividend Equivalents on Stock Units: Allocated by Massachusetts
Formula

2009 = $2,231 .72

Charged to Account 50100, 79040, Sub 3604, Expenditure Type
085, 230, FERC 0920

Performance Share Award: Allocated by Massachusetts Formula

2009 = $21,637.38

Charged to Account 50100, Sub 4013, Expenditure Type 085,
FERC 0920

Dividend Equivalent on Stock Options: Allocated by
Massachusetts Formula

2009 '; $2,811.89

Charged to Account 50100, 79040, Sub 4019, Expenditure Type
085, 230, FERC 0920
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UNS GAS, INC.'S SUPPLEMENTAL RESPONSE TO

STAFF'S SIXTH SET OF DATA REQUESTS
DOCKET no. G-04204A-08-0-71

May 14, 2009

Spot Awards

2009 = N/A

Charged to Account 50100, Sub 0000, Expenditure Type 055,
FERC 0920

Directors Stock Awards: Allocated by Massachusetts Formula

2009 = $16,334.99

Changed to Account 79040, Sub 4020, Expenditure Type 230,
FERC 0930

RESPONDENT:

WITNESS:

Gabrielle Camacho/Warner Jones

- Dallas Dukes

(

f
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UniSource Energy
One South Church Avenue

Tucson, Arizona 85701

March 23, 2009

Paul J. Bonavia

Chairman of the Board

(520)571-4000

Dear Shareholders:

You are cordially invited to attend the UniSource Energy Corporation 2009 Annual Shareholders'
Meeting (the "Meeting") to be held on Friday, May 8, 2009, at the FOX Theatre, 17 West Congress,
Tucson, Arizona. The Meeting will begin promptly at 10:00 a.m., Mountain Standard Time, so please
plan to arrive earlier. No admission tickets will be required for attendance at the Meeting.

Directors and officers will be available before and after the Meeting to speak with you. During the
Meeting, we will answer your questions regarding our business affairs and we will consider the matters
explained in the enclosed Proxy Statement.

We have enclosed a proxy card that lists all matters that require your vote. Please complete, sign,
date and mail the proxy card as soon as possible, whether or not you plan to attend the Meeting. You may
also vote by telephone or the Internet, as explained on the enclosedproxy card. If you attend the Meeting
and wish to vote your shares personally, you may revoke your proxy at that time.

Your interest in and continuedsupport ofUniSource Energy Corporation are much appreciated.

Sincerely,

UNISOURCE ENERGY CORPORATION

Paul J. Bonavia
Chairman of the Board, President and
Chief Executive Officer
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NOTICE OF ANNUAL SHAREHOLDERS' MEETING

To the Holders of Common Stock of
UniSource Energy Corporation

We will hold the 2009 Annual Shareholders' Meeting of UniSource Energy Corporation at the
FOX Theatre, 17 West Congress, Tucson, Arizona, on Friday, May 8, 2009, at 10:00 a.m., Mountain
Standard Time ("MST"). The purpose of the Meeting is to:

1.

2.

3.

elect 14 directors to our Board of Directors for the ensuing year,

ratify the selection of the Independent Registered Public Accounting Firm for 2009, and

consider any other matters which properly come before the Meeting.

Only shareholders of record at the close of business on March 16, 2009, are entitled to vote at the
Meeting.

We have enclosed with this notice: (i) our 2008 annual report on Form 10-K, (ii) the Proxy
Statement, (iii) the Chairman's letter to shareholders, and (iv) a stock performance chart. Proxy soliciting
material is first being made available in electronic form, on or about March 27, 2009. Your proxy is being
solicited by our Board of Directors.

Please complete, sign, date and mail the enclosed proxy card as soon as possible, or vote by
telephone or the Internet, as explained on the enclosed proxy card.

Linda H. Kennedy
Corporate Secretary

Dated: March 23, 2009

YOUR VOTE IS IMPORTANT

EACH SHAREHOLDER IS URGED TO COMPLETE, SIGN, DATE AND RETURN PROMPTLY
THE ENCLOSED PROXY CARD BY MAIL, OR TO VOTE BY TELEPHONE OR THE
INTERNET, AS EXPLAINED ON THE ENCLOSED PROXY CARD. IF THE MAIL OPTION IS
SELECTED, USE THE ENCLOSED ENVELOPE, WHICH DOES NOT REQUIRE POSTAGE IF
MAILED IN THE UNITED STATES. RETURNING A SIGNED PROXY WILL NOT PROHIBIT
YOU FROM ATTENDING THE MEETING AND VOTING IN PERSON IF YOU SO DESIRE.



Attachment RCS-5
Page 85 of 187

Docket No. G-04204A-08-0571

UNISOURCE ENERGY CORPORATION
One South Church Avenue

Tucson, Arizona 85701

ANNUAL SHAREHOLDERS' MEETING
PROXY STATEMENT

ANNUAL MEETING :

May 8, 2009
10:00 a.m., MST

FOX Theatre
17 West Congress
Tucson, AZ 85701

RECORD DATE:

The record date is March 16, 2009 ("Record Date"). If you were a shareholder of record at the close of business
on the Record Date, you may vote at the 2009 Annual Shareholders' Meeting ("Meeting") of UniSource
Energy Corporation ("UniSource Energy" as well as references to the "Company," "we," "our" and "us"). At
the close of business on the Record Date, we had 35,610,300 shares of common stock outstanding.

AGENDA:

1. Proposal One: Elect 14 directors to our Board of Directors ("Board") for the ensuing year.

2. Proposal Two: Ratify the selection of the Independent Registered Public Accounting Firm for 2009.

3. Proposal Three: Consider any other matters which properly come before the Meeting and any
adjournments.

INDEPENDENT REGISTERED PUBLIC ACCOUNTINGFIRM:

Representatives of PricewaterhouseCoopers, LLP are expected to be present at the Meeting with the
opportunity to make a statement and respond to appropriate questions from our shareholders.

PROXIES:

In accordance wi th mies  and regu lat ions recent ly  adopted by the Secur i t ies  and Exchange Commiss ion (the
"SEC"), instead of mai l ing a pr inted copy of our  proxy mater ials  to each shareholder  of record, we are now
furnishing proxy materials to our shareholders on the Internet. If you received a Notice of Internet Availabil ity
of Proxy Mater ials by mai l , you wil l  not receive a pr inted copy of the proxy mater ials other than as descr ibed
there in.  Instead, the Notice  of Internet Avai labi l i ty  of Proxy Mater ial s  wi l l  instruct  you as  to how you may
access and review all  of die important information contained in the proxy materials. If you received a Notice of
Inte r ne t  Ava i l ab i l i t y  of  Pr oxy  M ate r i a l s  by  mai l  and  wou ld  l i k e  to  r e c e i v e  a  pr i n t ed  copy  of  ou r  pr oxy
materials, you should follow the instructions i n c l u d e d in the Notice oflnternet Availabi l i ty of Proxy Materials.

It is anticipated that the Notice of Internet Availabil ity of Proxy Materials is first being sent to shareholders on
or about March 27, 2009. The proxy statement and the font of proxy relating to the 2009 Annual  Meeting are
first being made available to shareholders on or about March 27, 2009.

PROXIES SOLICITED BY:

The Board.

REVOKING YOUR PROXY:

You may revoke your proxy before it is voted at the Meeting. To revoke, follow the procedures l isted on page 4
under "Voting Procedures/Revoking Your Proxy."

1
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COMMENTS:

Your comments about any aspects of our business are welcome. You may use the space provided on the
proxy card for this purpose, if desired. Although we may not respond on an individual basis, your comments
help us to measure your satisfaction, and we may benefit from your suggestions.

PLEASE VOTE - YOUR VOTE IS IMPORTANT

Prompt return of your proxy will help reduce the costs of re-solicitation.

2
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CONTENTS

VOTING PROCEDURES/REVOKING YOUR PROXY .

UNISOURCE ENERGY SHARE OWNERSHIP .

PROPOSAL ONE: ELECTION OF DIRECTORS* .
PROPOSAL TWO: RATIFICATION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM*

COMPENSATION DISCUSSION AND ANALYSIS .
COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION..

SUMMARY COMPENSATION TABLE - 2008 .

GRANTS OF PLAN-BASED AWARDS - 2008 .
OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END .- 2008 ..

OPTION EXERCISES AND STOCK VESTED .
PENSION BENEFITS al

NON-QUALIFIED DEFERRED COMPENSATION ..
POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE IN CONTROL .

DIRECTOR COMPENSATION .

EQUITY COMPENSATION PLAN INFORMATION an

CORPORATE GOVERNANCE M

DIRECTOR INDEPENDENCE CRITERIA..
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* We expect to vote on this item at the Meeting.
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VOTING PROCEDURES/REVOKING YOUR PROXY

You can vote by telephone, the Internet, mail or in person.

You may vote in person or by a validly designated proxy, or, if you or your proxy will not be attending the meeting,
you may vote in one of three ways:

Vote by Internet. The website address for Internet voting is on your Notice of Internet Availability of Proxy
Materials. Internet voting is available 24 hours a day,

2. Vote by telephone. The toll-free number for telephone voting is on your proxy card. Telephone voting is
available 24 hours a day, or

Vote by mail. If you have requested and received a copy of our proxy materials, mark, date, sign and mail
promptly a proxy card (a postage-paid envelope will be provided for mailing in the United States).

If you vote by telephone or Internet, DO NOT mail a proxy card.

Under Arizona law, a majority of the shares entitled to vote on any single matter which may be brought before the
Meeting will constitute a quorum. Business may be conducted once a quorum is represented at the Meeting. If a
quorum exists, action on a matter other than the election of directors will be deemed approved if a majority of votes
is cast in favor of the matter.

Directors are elected by a plurality of votes.

Directors are elected by a plurality of the votes cast by the shares entitled to vote if a quorum is present. A plurality
means receiving the largest number of votes, regardless of whether that is a majority. Withheld votes will be counted
as being represented at the Meeting for quorum purposes but will not have an effect on the vote.

You may cumulate your votes for directors.

In the election of directors, each shareholder has the right to cumulate his votes by casting a total number of votes
equal to the number of his shares of common stock multiplied by the number of directors to be elected. He may cast
all of such votes for one nominee or distribute such votes among two or more nominees. For any other matter that
may properly come before the Meeting, each share of common stock will be entitled to one vote.

You can revoke your proxy after sending it in by following these procedures.

Any shareholder giving a proxy has a right to revoke that proxy by giving notice to UniSource Energy in writing
directed to the Corporate Secretary, UniSource Energy Corporation, One South Church Avenue, Suite 1820, Tucson,
Arizona 85701, or in person at the Meeting at any time before the proxy is exercised. Those who fail to return a proxy
or fail to attend the Meeting will not count towards determining any required plurality, majority or quorum.

The shares represented by an executed proxy will be voted for the election of directors or withheld in accordance with
the specifications in the proxy. If no specification is made in an executed proxy, the proxy will be voted in favor of
the nominees as set forth herein.

3.

1.
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Proxy Solicitation

We will bear the entire cost of the solicitation of proxies. Solicitations will be made primarily by mail. In addition,
we may make additional solicitation of brokers, banks, nominees and institutional investors pursuant to a special
engagement of BNY Mellon Shareholder Services. Solicitations may also be made by telephone, facsimile or
personal interview, if necessary, to obtain reasonable representation of shareholders at the Meeting. Our employees
may solicit proxies but they will not receive additional compensation for such services. We will request brokers or
other persons holding shares in their names, or in the names of their nominees, to forward proxy materials to the
beneficial owners of such shares or request authority for the execution of the proxies. We will reimburse brokers and
other persons for reasonable expenses they incur in sending these proxy materials to you if you are a beneficial
holder of our shares.

5



Name and
Title of

Beneficial Owner

Amount and Nature of Beneficial Ownership(1) Other(2)

Directly
Owned
Shares

Shares
Purchased
Under the

401(k) Plan

Shares Subject
to Options

Exercisable
Within 60

Days

Total
Beneficial
Ownership

Percent of
Class

Restricted
Stock Units

Deferred
Shares Under

Deferred
Compensation

Plan Total

James S. Pignatelli
Chairman, President and
Chief Executive Officer(3)

114,324 21,030 695,089 830,443 2.3% 0 30,97 l 861,414

Lawrence J. Aldrich
Director

3,912 0 0 3,912 * 5,420 0 9,332

Barbara M. Baumann
Director

0 0 0 0 * 3,869 8,965 12,834

Larry W. Buckle
Director

9,852 0 8,358 18,210 * 4,492 0 22,702

Elizabeth T. Bilby
Director

705 0 8,358 9,063 * 5,876 4,194 19,133

Harold W. Burlingame
Director

4,625 0 8,358 12,983 * 6,636 0 19,619

John L. Carter
Director

23,817 0 0 23,817 * 5,171 11,315 40,303

Robert A. Elliott
Director

1,813 0 1,196 3,009 * 4,324 0 7,333

Daniel W. L. Fessler
Director

2,511 0 2,358 4,869 * 8,942 0 13,811

Louise L. Francesconi
Director(4)

0 0 0 0 * 0 0 0

Kenneth Handy(5)
Director

25,662 0 0 25,662 * 0 0 25,662

Warren Y. Jobs
Director

1,313 0 6,358 7,671 * 6,266 0 13,937

Ramiro G. Peru
Director

1 ,000 0 0 1,000 * 1,565 0 z,s65

Gregory A. Pivirotto
Director

400 0 0 400 * 1,565 0 1,965

Joaquin Ruiz
Director

300 0 0 300 * 3,869 0 4,169

Kevin P. Larson
Senior Vice President
Chief Financial Officer
and Treasurer

43,199 2,605 96,235 142,039 * 0 1,323 143,362
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UNISOURCE ENERGY SHARE OWNERSHIP

Security Ownership of Management

The following table sets forth the number and percentage of shares of UniSource Energy common stock beneficially
owned as of March 1, 2009 and the nature of such ownership by each of our directors (all of whom are nominees), our
Chief Executive Officer for 2008 ("CEO" or "Mr. Pignatelli") and our four other most highly compensated executive
officers (together with our CEO, the "Named Executives") as of March 1, 2009 and all directors and officers as a
group. Ownership includes direct and indirect (beneficial) ownership, as defined by the SEC rules.

6



Name and
Title of

Beneficial Owner

Amount and Nature of Beneficial Ownershiprl) Others

Directly
Owned
Shares

Shares
Purchased
Under the

401 (k) Plan

Shares Subject
to Options
Exercisable
Within 60

Days

Total
Beneficial
Ownership

Percent of
Class

Restricted
Stock Units

Deferred Shares
Under

Defined
Compensation

Plan Total

Raymond S. Heyman
Senior Vice President and
General Counsel

6,z96 3,455 86,542 96,293 * 0 87 96,380

Michael J. DeConcini
Senior Vice President and
Chief Operating Officer,
Transmission and
Distribution

13,932 5,480 163,769 183,181 * 27,214 971 211,366

Karen G, Kissinger
Vice President, Controller
and Chief Compliance
Officer

42,789 0 37,037 79,826 * 0 1,985 81,811

All directors and executive
officers as a group

358,339 58,635 1,290,400 1,707,374 4.8% 85,209 62,655 1,855,238
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*Represents less than 1% of the outstanding common stock of UniSource Energy.

•

•

(1) Amounts include the following:
Any shares held in the name of the spouse, minor children or other relatives sharing the home of the
director or officer. Except as otherwise indicated below, the directors and officers have sole voting and
investment power over the shares shown. Voting power includes the power to direct the voting of the shares
held, and investment power includes the power to direct the disposition of the shares held.
Shares subject to options exercisable within 60 days, based on information from E*Trade, UniSource
Energy's stock option plan administrator.
Equivalent share amounts allocated to the individuals' 401(k) Plan which, since June l, 1998, has included
a UniSource Energy Stock Fund investment option.

(2) While amounts in the "Other" column do not represent a right of the holder to receive stock within 60 days,
these amounts are being disclosed because management believes they reflect similar objectives of 1) encouraging
directors and officers to have a stake in the Company, and 2) aligning interests of directors and officers with those
of shareholders. Under our non-employee director compensation program, non-employee directors receive an
annual grant of restricted stock units that have an underlying value equal to one share of UniSource Energy
common stock. The value of the restricted stock units fluctuatesbased on changes in the Company's stock price.
All restricted stock unit grants to directors vest at the earlier of the next annual meeting following the grant date or
the first anniversary of grant and are distributed in actual shares of Company stock in January following termination
of Board service. Similarly, the value of deferred stock units fluctuates based on changes in the Company's stock
price. Under the terms of the plan, distributions of deferred shares will be made in cash, unless the participant
elects to receive the deferred shares in Company stock on dates selected by the director or the officer following
termination of service. In our view, restricted stock units and deferred stock units are tantamount to actual stock
ownership as the non-employee director and officer (in the case of deferred stock units) bear the risk of ownership
during the restricted and deferral periods.

(3) Mr. Pignatelli retired effective as of January 1, 2009. His successor, Paul Bonavia, became Chairman of the
Board, President and Chief Executive Officer, effective January 1, 2009. Since Mr. Bonavia does not beneficially
own any UniSource Energy common stock which has vested, Mr. Bonavia was not included in this table.

(4)

•

Ms. Francesconi was appointed to the Board, effective August 14, 2008.
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Title of Class
Name and Address
of Beneiicial Owner

Amount and
Nature of

Beneficial Ownership
Percent
of Class

Common Barclays Global Investors, NA
45 Fremont Street
San Francisco, CA 94105

3,321,505<') 9.4%

Common Luminous Management, LLC
1700 Broadway, 38"° Floor
New York, NY 10019

3,296,379<2) 9.3%

Common Prospector Partners, L.L.C.
370 Church Street
Guilford, CT 06437

2,670,686(3) 7.3%

Common T. Rowe Price Associates, Inc.
100 E. Pratt Street
Baltimore, MD 21202

2,506,350<") 7.0%

Common Wellington Management Co., LLP
75 State Street
Boston, MA 02109

2,353,955<5> 6.8%

COITIITIOTI Duquesne Capital Management, LLC
40 w. 57"' Street, z5"" Floor
New York, NY 10019

1,781 ,000<°) 5.0%
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(5) Mr. Handy retired from his position as a director effective as of January 1, 2009 and, therefore, is not being
nominated as a director.

Security Ownership of Certain Beneficial Owners

As of March 1,  2009,  based on information reported in fi l ings made by the fol lowing persons with the SEC or
information odrerwise known to us, the following persons were known or reasonably believed to be, as more fully
described below, the beneficial owners of more than 5% of our common stock:

(1) In a statement (Schedule 13G) filed with the SEC on February 6, 2009, Barclays Global Investors, NA,
indicated that it has sole voting power over 2,801 ,812 shares of our common stock and sole dispositive power over
3,321,505 shares of our common stock. The filing indicated that the 3,321,505 shares are owned by Barclays
Global Investors, NA (744,963 shares), Barclays Global Fund Advisors (2,539,447 shares), Barclays Global
Investors, LTD (23,507 shares), Barclays Global Investors Australia Limited (l3,588).

(2) In a statement (Schedule 13G) filed with the SEC on February 17, 2009, Luminous Management LLC,
indicated it has sole voting and sole dispositive power over 3,296,379 shares of our common stock.

(3) In a statement (Schedule 13G) filed with the SEC on February 17, 2009, Prospector Partners, L.L.C.
("Prospector Papers"),  i ndi cated i t has so le voting and so le di sposi ti ve power over 1,875,672 shares,  and shared

voting and shared dispositive power over 795,014 shares of our common stock. Prospector Partners shares
investment discretion over 795,014 shares with White Mountains Advisors LLC ("White Mountains"), pursuant to
a sub-advisory agreement between Prospector Partners and White Mountains.

(4) In a statement (Schedule 13G) tiled with the SEC on February 13, 2009, T. Rowe Price Associates, Inc.
("Price Associates"), indicated it has sole voting power over 288,933 shares and sole dispositive power over
2,506,350 shares of our common stock. These securities are owned by various individual and institutional investors
which Price Associates serves as investment adviser with power to direct investments and/or sole power to vote the
securities. For purposes of the reporting requirements of the Securities Exchange Act of 1934, as amended, Price
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Associates is deemed to be a beneficial owner of such securities, however, Price Associates expressly disclaims
that it is, in fact, the beneficial owner of such securities.

(5) In a statement (Schedule 13G) filed with the SEC on February 17, 2009, Wellington Management Co.
LLP, indicated it has shared voting power over 1,826,595 shares and shared dispositive power over 2,353,955
shares of our common stock.

(6) In a statement (Schedule 13G) tiled with the SEC on February 12, 2009, Duquesne Capital Management,
LLC, indicated it has shared voting power over 1,781,000 shares of our common stock and shared dispositive
power over 1,781,000 shares of our common stock.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, and regulations of the SEC require our
executive officers, directors and persons who beneficially own more than 10% of our common stock, as well as
certain affiliates of those persons, to file initial reports of ownership and transaction reports covering any changes in
ownership with the SEC and the New York Stock Exchange ("NYSE"). SEC regulations require these persons to
furnish us with copies of all reports they file pursuant to Section 16(a).

Based solely upon a review of the copies of the reports received by us and on written representations of our
directors and officers, we believe that during fiscal year 2008, all tiling requirements applicable to executive
officers and directors were complied with in a timely manner.

PROPOSAL ONE: ELECTION OF DIRECTORS

General Information

At the Meeting, our shareholders of record will elect 14 directors to serve on our Board for the ensuing year and
until their successors are elected and qualified, which include our new Chief Executive Officer, Paul J. Bonavia,
who joined UniSource Energy on January l, 2009. The shares represented by executed proxies in the form
provided, unless withheld, will be voted for the 14 nominees listed below, or, in the discretion of the persons acting
as proxies, will be voted cumulatively for one or more of such nominees. All of the current nominees are present
members of the Board. All of the nominees have consented to serve if elected. If any nominee becomes unavailable
to serve for any reason, or a vacancy should occur before the election, it is the intention of the persons designated as
proxies to vote, in their discretion, for other nominees.

BOARD NOMINEES

Paul J. Bonavia

Chairman of the Board, President and Chief Executive Officer of UniSource Energy since January l, 2009,
Chairman of the Board, President and Chief Executive Officer of Tucson Elecm'c Power Company ("TEP") , the
principal subsidiary of UniSource Energy, since January 1, 2009; Chairman of the Board, President and Chief
Executive Officer of UniSource Energy Services, Inc. ("UES"), a wholly-owned subsidiary of UniSource Energy,
since January 1, 2009, former President of the Utilities Group of Xcel Energy, an electric and gas utility, from
December 2005-December 2008, and former President of Commercial Enterprises of Xcel Energy from 2004 to
December 2005. Board member since January 1, 2009. Age 57.

Lawrence J. Aldrich (2)(4)

President and Chief Executive Officer of University Physicians Healthcare, a healthcare organization, since January
2009, President of Aldrich Capital Company, an acquisition, management and consulting firm, since January 2007,
Chief Operating Officer of The Critical Path Institute, a non-profit medical research company focusing in drug
development, from January 2006 to December 2006, General Partner of Valley Ventures, LP, a venture capital
company, from September 2002 to December 2005, Managing Director and Founder of Tucson Ventures, LLC, a
venture capital company, from February 2000 to September 2002, Director of TEP and Millennium since 2000, and
Director of UES since 2004. Board member since 2000. Age 56.
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Barbara M. Baumann (1)(3)

President and Owner of Cross Creek Energy Corporation, a management consultant and investor company for oil
and gas, since 2003, Director of St. Mary Land & Exploration since 2002, and Director of TEP since 2005. Board
member since 2005. Age 53.

Larrv W. Bickle (2)(3)

Retired private equity investor, Managing Director of Haddington Ventures, LLC, a private equity fund, from 1997
to 2007, Director of St. Mary Land & Exploration, an oil and gas production company, since 1995, Director of
Millennium from 1998-2008, and Director of UES since 2004. Board member since 1998. Age 63.

Elizabeth T. Bilbv (4)(5)

Retired President of Gourmet Products, Inc., an agricultural product marketing company, retired Director of
Marketing of Green Valley Pecans, a pecan producer, Director of TEP since 1995, Director of Millennium from
1998-2008, and Director of UES since 2004. Board member since 1995. Age 69.

Harold W. Burlingame (2)(5)(6}

Former Executive Vice President of AT&T, a telecommunications company, Chairman of ORC Worldwide since
December 2004, and Director of TEP since 1998. Board member since 1998. Age 68.

John L. Carter (1)(2)(3)(4)(5)(6}

Retired Executive Vice President and Chief Financial Officer of Burr Brown Corporation, a company that
manufactured integrated circuits, in 1996, Director of Global Solar Energy since January 2007, Director of TEP
since 1996; Director of Millennium from 1998-2008; Director of UES since 2004; and UniSource Energy Lead
Director since 2005. Board member since 1996. Age 74.

Robert A. Elliott (3w4w6)

President and owner of The Elliott Accounting Group, an accounting firm, since 1983, Director and Corporate
Secretary of Southern Arizona Community Bank since 1998, Television Analyst/Pre-game Show Co-host for Fox
Sports Arizona, television broadcasting, since 1999, Chairman of the Board of Tucson Metropolitan Chamber of
Commerce from 2002 to 2003, Treasurer of Tucson Urban League from 2002 to 2003, Chairman of the Board of
Tucson Urban League from 2003 to 2004, Chairman of the Board of the Tucson Airport Authority 'from January
2006 to January 2007, and Director of TEP since May 2003. Board member since 2003. Age 53.

Daniel W. L. Fessler (1V3)(6)

Professor Emeritus of the University of California, Of Counsel for the law firm of Holland & Knight from August
2003-January 2007; Partner in the law firm of LeBoeuf, Lamb, Greene & MacRae LLP from 1997 to 2003,
previously served on the UniSource Energy and TEP boards of directors from 1998 to 2003, Managing Principal of
Clear Energy Solutions, LLC since December 2004, and Director of TEP since 2005. Board member since 2005.
Age 67.

Louise L. Francesconi (2)(4)

Retired President of Raytheon Missile Systems, a defense electronics corporation, Director of Stryker Corporation
from July 2006, Director of Global Solar Energy from June 2008, Director of TEP since August 2008, and Director
of UES since August 2008, Board member since August 2008. Age 56,

Warren Y. Jobe (1)(4)(6l

Certified Public Accountant (licensed, but not practicing), Senior Vice President of Souther Company, an electric
service company, from 1998 to 2001, Director of We1lPoint Health Networks, Inc. tram 2001 to December 2004,
Director of WellPoint, Inc. since December 2004, Trustee of RidgeWorth Funds since 2004, Director of TEP since
2001, and Director of Millennium from 2001 to 2003. Board member since 2001. Age 68.
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Ramiro G. Peru (2)(4)

Executive Vice President and Chief Financial Officer of Swift Transportation, a trucking company, from June 2007
to December 2007, Executive Vice President and Chief Financial Officer of Phelps Dodge Corporation, a mining
corporation, from 2004 to 2007, Director of We1lPoint Health Networks, Inc. since 2003, Director of Southern Peru
Copper Corporation from 2002 to 2004, and Director of University of Arizona Foundation since 2005. Board
member since January 2008. Age 53.

Gregorv A. Pivirotto (INS)

President and Chief Executive Officer and Director of University Medical Center Corporation, a hospital, since
1994, Certified Public Accountant since 1978, Director of Arizona Hospital & Healthcare Association from 1997 to
2005, and Director of Tucson Airport Authority since 2008, Board member since January 2008. Age 56.

Joaquin Ruiz (3)(5)

Professor of Geosciences, University of Arizona since 1983, Dean, College of Science, University of Arizona since
2000, Vice President of the Geological Society of America beginning in 2009, Associate Editor, "American Journal
of Science" since 2005, Associate Editor, American Presidents Advisory Board of Research Corporation since
2005, Member, Human Resources Committee, American Geological Institute from 2000 to 2005 and 2009-2012,
Member, Governing Board, Institute Nacional de Astronornia, Optica y Electronica, Mexico since 2003, Board
Member, Center to Improve Diversity in Earth Systems Sciences, Inc. since 2003, Member of Board of Earth
Sciences, National Research Council of the National Academy of Sciences since 2005, TEP Board Member since
2005, and UES Board member since 2005. Board Member since 2005. Age 57.

(1)
(2)
(3)
(4)
(5)
(6)

Member of the Audit Committee.
Member of the Compensation Committee.
Member of the Corporate Governance and Nominating Committee.
Member of the Finance Committee.
Member of the Environmental, Safety and Security Committee,
Member of the Corporate Development Committee.

The Board recommends that you vote "FOR" these nominees.

PROPOSAL TWO: RATIFICATION OF SELECTION OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

The Audit Committee has selected PricewaterhouseCoopers, LLP ("Pricewaterhouse") as the Company's
Independent Registered Public Accounting Firm for the fiscal year 2009, and the Board is asking the shareholders to
ratify that selection. Although current law, rules, and regulations, as well as the charter of the Audit Committee,
require the Audit Committee to engage, retain, and supervise the Company's Independent Registered Public
Accounting Firm, the Board considers the selection of the Independent Registered Public Accounting Finn to be an
important matter of shareholder concern and is submitting the selection of Pricewaterhouse for ratification by
shareholders as a matter of good corporate practice.

Under Arizona law, if a quorum of shareholders is present at the Meeting, the ratification of the selection of
PricewaterhouseCoopers as Independent Registered Public Accounting Firm for 2009 will require that the votes cast
in favor of its ratification exceed the votes cast against its ratification. Abstentions and broker non-votes are counted
for purposes of determining whether a quorum exists at the Meeting but are not counted and have no effect on the
results of the vote for Independent Registered Public Accounting Firm.

The Board recommends that you vote "FOR" the ratification of the selection of the Independent Registered
Public Accounting Firm.
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COMPENSATION DISCUSSION AND ANALYSIS

The following Compensation Discussion and Analysis contains statements regarding future individual and
Company performance targets and goals. These targets and goals are disclosed in the limited context of
UniSource Energy's compensation programs and should not be understood to be statements of management's
estimates of results or other guidance. UniSource Energy specifically cautions investors not to apply these
statements to other contexts.

EXECUTIVE SUMMARY

At UniSource Energy, our mission is to deliver safe, reliable service and value to customers and shareholders alike.
Our strategy includes enhancing shareholder value, maintaining customer satisfaction, expanding our role in the
community, meeting environmental challenges and providing for our employees' development and well-being. We
believe that our executive compensation program must align the interests of all our executive officers with this
strategy to achieve our objectives.

UniSource Energy provides a balanced total compensation program that includes four components: base salary,
short-term performance-based incentive, long-term performance-based incentive and other employee benefits.

In 2008, our continuing operations consisted mainly of the business conducted in three primary segments - TEP,
UNS Gas, Inc., and UNS Electric, Inc. TEP, an electric utility, has provided electric service to the community of
Tucson, Arizona, for more than 100 years. UNS Gas and UNS Electric provide natural gas and electric service in
northern and southern Arizona. UNS Gas and UNS Electric are operating subsidiaries of UES, which was established
in 2003 to oversee gas and electric properties acquired that year from Citizens Communications.

A significant part of our executive officers' compensation is based on our success in achieving annual corporate
goals. These goals are designed to align the interest of our executive officers and all non-bargaining unit employees
with our Company's strategy. The objectives of this incentive program and elements of compensation are discussed
in detail below.

In 2008, our pursuit of these goals achieved mixed results. UniSource Energy demonstrated excellent performance
relative to its cost containment, core business and customer service goals. The year was marked by a number of key
accomplishments, including strong service reliability and customer service metrics and the approval of new rates for
TEP and UNS Electric. However, two of the Company's three financial goals were not met. UniSource Energy's
2008 results were negatively impacted by higher fuel and purchased power expenses and other cost increases related
to power plant maintenance and outages. Customer growth also slowed considerably at both TEP and UES compared
to prior years and is expected to remain depressed through 2009 due to economic conditions.

In 2009, TEP will be operating under new rates approved in November 2008 by the Arizona Corporation
Commission ("ACC"). The rates, which took effect in December 2008, represent a six-percent increase over the
previous base rates and include a new Purchased Power and Fuel Adjustment Clause that will allow the utility to pass
along changes in energy costs to customers.

The TEP rate order was the culmination of a multi-year effort led by James S. Pignatelli, who retired as Chairman,
President and CEO of UniSource Energy at year's end. He was succeeded by Paul J. Bonavia, whose appointment as
Chairman, President and CEO was effective January 1, 2009.

The objectives of UniSource Energy's executive compensation program and the elements of compensation are
discussed in detail in the sections to follow,
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COMPENSATION PHILOSOPHY

Objectives of the Compensation Program

We base our executive compensation policies
achievement of the following objectives:

and decisions with respect to our Named Executives on the

1. Attracting, motivating and retaining highly-skilled executives,

2. Linking the payment of compensation to the achievement of critical short- and long-term financial and
strategic objectives, creation of shareholder value and provision of safe, reliable and economically available
electric and gas service, and aligning performance objectives of management with those of other Company
employees by using similar performance measures,

Aligning the interests of management with those of our stakeholders and encouraging management to think
and act like owners, taking into account the interests of the public that the Company serves,

Maximizing the financial efficiency of the compensation program to avoid unnecessary tax, accounting and
cash flow costs, and

Encouraging management to achieve outstanding results through appropriate means by delivering
compensation in a manner consistent with established and emerging corporate governance best practices.

In support of the above objectives, UniSource Energy provides a balanced total compensation program that consists
of four components:

•

•

base salary,

short-term performance-based incentive compensation,

long-tenn perfonnance-based incentive compensation, and

bbenefits and perquisites.

Decisions made regarding each component of pay are considered in the context of each officer's total compensation.
For example, if a decision is made to increase an executive's base salary, die resultant impact on short- and long-term
performance-based incentive compensation and total compensation levels are evaluated relative to competitive
practice (see "Benchmarking" discussion below). We do not consider the value of outstanding equity awards in
setting annual total compensation opportunities as we believe that outstanding equity awards represent compensation
for past service.

Each of these components is described in more detail below and in the narrative and footnotes to the supporting
tables. The following illustrates how the above objectives are reflected in our compensation program:

Attracting, Retaining and Motivating Executive Talent

In support of our objective to attract, retain and motivate highly-skilled employees, we provide our Named
Executives with compensation packages that are competitive with those offered by other electric and gas service
companies of comparable size and complexity and/or electric and gas service companies thought to be competitors
for executive talent.

The Compensation Committee generally targets base salary and short-term incentive opportunities, as well as the
allocation among those elements of compensation for the Named Executives, at the median market rates of selected
comparable companies identified below under the "Benchmarking" section. Long-tenn incentive opportunities are
targeted at the 75"' percentile of such market rates. Target compensation for individual executives range above or
below those benchmarks based on a variety of factors, including each executive's skill set and experience relative to
the general market, the importance of the position to the Company and the difficulty of replacing the executive, and
the executive's past and expected future contribution to our success. Overall, total direct compensation for 2008 (i.e.,
salary, 2008 target PEP awards, and present value of 2008 long-tenn incentive awards) for the Named Executives fell
between the median and 75"' percentile of market rates.

4.

5.

3.
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In addition to providing competitive direct compensation opportunities, the Company also provides certain indirect
compensation and benefits programs that are intended to assist in attracting and retaining high quality executives.
These programs include pension and retirement programs and are described in more detail below and in the
narratives that accompany the tables that follow this Compensation Discussion and Analysis section.

Linking Compensation to Performance

Our compensation program seeks to link the actual compensation earned by our Named Executives to their
performance and that of the Company. We achieve this goal primarily through two elements of our compensation
package: (i) short-term cash awards and (ii) equity-based compensation. To ensure that the senior executives are
held most accountable for achieving our financial, operational and strategic objectives and for creating shareholder
value, we believe that the percentage of pay at risk should increase with the level of responsibility within the
Company. The target amounts of performance-based pay programs (i.e., cash incentive and equity-based
compensation) comprise approximately 55% to 65% of the total direct compensation opportunity for our Named
Executives. Of the performance-based compensation, approximately 30-45% is short-term and 55-70% is long-term.
Placing a greater emphasis on long-term performance-based compensation encourages executives to focus on the
long-tenn impact of their actions. Non-variable compensation, such as salary and perquisites, is De-emphasized in
the total compensation program to reinforce the linkage behveen compensation and performance.

Aligning the Interests four Named Executive Officers with Stakeholders

Our compensation program also seeks to align the interests of our Named Executives with those of our key
stakeholders, including customers, employees and shareholders. We use the short-term incentive compensation
component to focus the Named Executives on the importance of providing safe and reliable customer service,
creating a safe work environment for our employees and improving financial performance by linking a significant
portion of their short-term cash incentive compensation to achievement of these objectives. We primarily rely on
the equity compensation element of our compensation package to align the interests of the Named Executives with
those of shareholders through a mix of stock options and stock awards that vest based on the achievement of
performance goals set by the Compensation Committee. We also encourage senior executives to accumulate a
substantial stake in the Company.

Maximizing the Financial Efficiency of the Program

In structuring the total compensation package for our Named Executives, the Compensation Committee evaluates
the accounting cost,  cash f low impl icat ions and tax deductibi l i ty of compensation to mit igate f inancial
inefficiencies to the greatest extent possible. For instance, as part of this process, the Compensation Committee
evaluates whether compensation costs are fixed or variable and places a heavier weighting on variable pay elements
to cal ibrate expense with the achievement of operating performance objectives and del ivery of value to
shareholders. In addition, the Compensation Committee takes into account the objective of having the incentive-
based compensation components qualify for tax deductibility under Section l 62(m) of the Internal Revenue Code,
as amended (the "Code"). See discussion under "Impact of Regulatory Requirements" on page 23. The
Compensation Committee also considers the cash flow and share dilution implications of cash versus equity-based
incentive plans.

Adhering to Corporate Governance Best Practices

The Compensation Committee seeks to continually update the executive officer compensation program to reflect
corporate governance best practices. For example, the Compensation Committee has established formal stock
ownership guidelines that encourage each Named Executive to accumulate a meaningful amount of Company stock.
Additionally, equity-based awards contain a "double-trigger" vesting provision, which provides for accelerated
vesting in the event of a iiuture change in control only if the executive is adversely impacted by the transaction. See
discussion under "Potential Payments Upon Termination or Change in Control".
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Benchmarldng

The Compensation Committee considers the following factors for purposes of establishing salaries and variable
compensation oppomlnities: (i) the competitive environment for Named Executives and what relevant competitors
pay, and (ii) the need to provide each element of compensation and the amounts targeted and delivered.

To provide a foundation for the executive compensation program, UniSource Energy periodically benchmarks its
named executive officers' compensation levels and practices against a peer group of companies intended to
represent our competitors for business and talent. The peer group, which is reviewed periodically, includes the 17
electric and gas utility companies named below that are comparable to UniSource Energy in terms of size as
measured by annual revenues and market capitalization. Except as described below, this group is the same peer
group for 2008 that was used in prior competitive analyses, with the exception of Otter Trail Power Company and
Southern Union Co., which were omitted from the peer group for 2008 due to differences in business models, and
with the exception of North Western Corp., Piedmont Natural Gas Co., Pinnacle West Capital Corp., and Portland
General Electric Co., which were included for 2008 due to similarity of business models, similar size, or because
they were thought to be a competitor for executive talent. A review of UniSource Energy's executive compensation
levels relative to the peer group was conducted in October 2008, and a review of aggregate long-term incentive cost
and share usage practices relative to the peer group was last conducted in October 2007. UniSource Energy's 2007
revenues were between the 25'h percentile and the median of the peer companies, market capitalization as of
September 2008 was between the 25th percentile and the median .of the peer companies.

2008 Peer Group:

The benchmark information is supplemented annually with information from Frederic W. Cook and Co., Inc., the
independent consultant retained by the Compensation Committee, relating to general market trends, changes in
regulatory requirements related to executive compensation and emerging best practices in corporate governance.
See discussion relating to compensation consultant under "Compensation Consultant" on page 43 .

ELEMENTS OF COMPENSATION

Base Salary

Base salary is used to provide each Named Executive a set amount of money during the year with the expectation
that he or she will perform his or her responsibilities to the best of his or her ability and in the best interests of our
Company. We believe that competitive base salaries are necessary to attract and retain executive talent critical to
achieving the Company's business goals. In general, our Named Executives' base salaries are targeted to the median
of the peer group described above. However, individual salaries can and do vary from the benchmark median data
based on such factors as individual performance, potential for fUture advancement, the importance of
the executive's position to the Company and the difficulty of replacement, current responsibilities, length of time in
the current position, and, for recently hired executives, their prior compensation packages. Currently, all of our
Named Executives' salaries, other than the CEO's, are within 10 percent of the benchmark median. For 2008, the
CEO's salary approximated the 75"' percentile in recognition of his leadership through the years, contributions to the
growth of the Company, long tenure and strong performance.
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Name 2008Base Pay Approved 2009 Base Pay

James S. Pi atellig $726,000 Not applicable

Kevin P. Larson $316,000 $327,000

Michael J. DeConcini $321,000 $332,200

Raymond S. Heyman $316,000 $327,000
Karen G. Kissinger $249,000 $257,400
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Increases to Named Executives' base salaries are considered annually by the Compensation Committee. I n
approving base pay increases for Named Executives other than the CEO, the Compensation Committee also
considers recommendations made by the CEO.

In December 2008, the Compensation Committee approved base salary increases for the Named Executives (other
than Mr. Pignatelli, who retired effective as of January 1, 2009), for 2009. The following table indicates the Named
Executives' base salaries for 2008 and 2009:

The salary increases for the Named Executives were consistent with salary increases as a percent of salary for other
non-represented employees.

Short-Term Incentive Compensation (Cash Awards)

The Compensation Committee provides for short-tenn incentive compensation in the form of cash awards under the
Performance Enhancement Plan ("PEP") in order to link a significant portion of the Named Executives' annual
compensation to the Company's annual financial and operational performance.

Each year, before the end of the first quarter, the Compensation Committee establishes performance objectives that
must be met in whole or in part before the Company pays PEP awards. The Compensation Committee generally
attempts to align the target opportunity for each Named Executive with the median rate for equivalent positions at
the benchmark companies. In 2008, the target incentive opportunity for the Named Executives ranged from 40% to
80% of base salary, depending on position. As described more fully below, the actual amounts paid depend on the
achievement of specified performance objectives, and could range from 50% of the target award upon achievement
of threshold performance to 150% of the target award upon achievement of outstanding performance. The
Compensation Committee has the discretion to increase, reduce or eliminate a PEP award regardless of whether the
performance goals applicable to the Named Executive's incentive award have been achieved.

Financial and Operating Performance Objectives-2008

The PEP performance targets and weighting are based on factors that are essential for the long-term success of the
Company and are identical to the performance objectives used in the Company's performance plan for non-
represented employees. In 2008, the financial and operating objectives were diluted earnings per share ("EPS"),
operating cash flow, cost containment ("O&M") and customer service and core business goals relating to customer
service, regulatory, reliability, project implementation and safety matters.

The measures and individual weightings for the 2008 PEP were selected by the Compensation Committee to ensure
an appropriate focus on profitable growth, cash flow generation and expense control, as well as operational and
customer service excellence. We think that this approach encourages all employees to work toward common goals
that are in the interests of our various stakeholders including customers, employees and shareholders.

The Compensation Committee selected diluted EPS as a performance measure to work in tandem with the
Company's reporting metrics to the financial community. In 2008, 20% of the PEP award was based on attaining the
diluted EPS targets, 20% of the PEP award was based on attaining operating cash flow targets, 20% was based on
keeping O&M costs within a specified range, and the remaining 40% was based on the achievement of our customer
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2008 Performance
Objectives Threshold Target Outstanding

Diluted EPS $ 1.70 per share $ 1.95 per share $ 2.20 per share
1 1eating Cash Flow $ 280 million $ 298 million $ 315 million
O&M $ 294 million $ 289 million $ 284 million
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service and core business goals. The cash flow target, which was not a performance measure in 2007, was selected in
2008 as a performance measure to focus employees on generating cash for the Company during 2008 and in future
years.

In developing the PEP performance targets, the Chief Financial Officer ("CFO") of the Company, with assistance
from other personnel, compiles relevant data and makes recommendations to the Compensation Committee for a
particular year, but the Compensation Committee ultimately determines the performance objectives that are adopted.

The 2008 quantitative performance objectives included:

In addition, the 2008 customer service and core business goals included:

Averaging customer service response time at or below 3 minutes,
Volunteering community service of at least 38,000 hours by employees,
Completing specific departmental project goals,
Achieving various operational reliability goals, and
Maintaining OSHA incident rates at or below industry average and implementing a safety awareness
program.

Short-Term Incentive Award to the CEO

Because the CEO's total compensation could exceed $1 million, section 162(m) of the Internal Revenue Code
("Section 162(m)") would deny the Company a tax deduction for the excess over $1 million, unless that excess
compensation qualified as performance-based compensation. To comply with the performance-based compensation
requirements, and also allow the Compensation Committee to retain some discretion to reduce the PEP award, if
appropriate, the Compensation Committee used a different approach from that described above for the Named
Executives and other einployees, requiring two separate steps, to calculate the CEO's short-term incentive award.

The first step involved the 2006 Omnibus Stock and Incentive Plan (the "2006 Omnibus Plan"), which permits
payment of cash awards up to $2 million. For the CEO's short-term incentive award to qualify as performance-
based compensation, Section l62(m) requires that the award be payable solely upon the attainment of performance
goals. If the performance goals are achieved, Section l 62(m) would permit the Compensation Committee to pay the
amount specified at the time of the award or to pay any lesser amount, but would not allow payment of any greater
amount. For the CEO's short-term incentive award, the Compensation Committee established a minimum
attainment of cash from operations of at least $256 million for 2008, which, if achieved, would allow the Committee
to pay the CEO the $2 million maximum permitted by the 2006 Omnibus Plan or any lesser amount, however, if the
Company failed to achieve $256 million of cash from operations, the CEO would not be entitled to any short-term
incentive award payment, regardless of the achievement of other PEP performance objectives as described above.
In this respect, the CEO's performance objective differed significantly from objectives set for the awards to the
other Named Executives. The CEO's award had an absolute minimum perfonnance level that must have been
achieved before the CEO received any payment, whereas if the Company failed to achieve the minimum
performance on the operating cash flow objective set under the PEP, the other Named Executives could have still
received a payment based on the attainment of the remaining performance objectives. Solely for purposes of this
first step of determining the CEO's short-term incentive award, the Committee felt it was appropriate to set the
CEO's operating cash flow performance objective slightly below the operating cash flow threshold used for the
other Named Executives, because of the increased importance of the CEO's operating cash flow target, the increased
risk related to that target, and the desire to comply with the performance-based compensation requirement of Code
Section l62(m).
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The second step for determining the CEO's short-term incentive award involved applying the PEP performance
objectives and methodology. Once the Company achieved the minimum performance objective established pursuant
to the 2006 Omnibus Plan for the CEO to receive any payment, the amount of the CEO's payment, including
whether the CEO received the minimum, target or maximum amount as a percentage of base salary, would be
determined using the same PEP performance objectives and methodology as described above for the other Named
Executives.

As described above, the range of actual layouts would in all cases be less than the maximum amount permitted by
the 2006 Omnibus Plan and would satisfy the performance-based compensation requirements of Section l62(rn).
Using the PEP guidelines, the Compensation Committee determined that the CEO's threshold, target and maximum
annual incentive awards should be $290,400 (50% of his target award), $580,800 (l00% of his target award and 80%
of his base salary), and $871,200 (l50% of his target award), respectively.

PEP Results

In 2008, the Company achieved $0.39 per share of diluted EPS, which was below the threshold level of performance
of $1.70 per share. The Company achieved operating cash flow for 2008 of $277 million, which was also below the
threshold level of performance of $280 million, In 2008, the Company achieved an O&M spending level for 2008 of
$286.1 million, as shown in Table A below, which, because lower O&M spending represented better performance,
was better than die target level of performance.

Table A, below, reflects the O&M cost containment goal, which ranged from $294 million (threshold) to $284
million (outstanding), and the corresponding payout levels, which ranged from 50% to 150% of the target award, as
well as the O&M spending level achieved for 2008. O&M spending must have been less than $294 million to
produce a payout, O&M spending in excess of $294 million would not have paid any amount for that performance
target. According to the guidelines set by the Compensation Committee at the time of the award, which required
interpolating on a straight-line basis, the achievement of the better than the target level of performance of the O&M
spending target resulted in a payout level of 129% of the target amount for that factor.

Table A

O&M Range (S Millions) I 294
Payout Payout% | 50%

293
60%

292
70%

291
80%

26. 1
290 289 288 287 286 285 284
90% 100% 110% 120% 130% 140% 150%

129%

Table B, below, reflects the performance on the customer service and core business goals, which ranged from earning
200 points (threshold) to 500 points (outstanding), and the corresponding payout levels, which ranged from 50% to
150% of the target award. A greater number of points earned Hom the achievement of each goal, resulted in a greater
level of performance. As shown in the table below, during 2008 the Company achieved 490 points from the
customer service and core business goals.

Table B
490

Core Business &
Customer Service

Payout

Range (Points)

Payout %

200

50%

300

83%

400 500

117% 150%
146%

The Company had five major categories of customer service and core business goals: Customer Service (which is
generally discussed above), Reliability (which pertains to the operational reliability of the generation, transmission
and distribution systems), Project Implementation (which pertain to six specific key departmental goals), Safety
(which are discussed above), and Regulatory (which pertain to rate cases and compliance with certain regulatory
requirements by subsidiary companies, as discussed below). Each category of goals earned points, Regulatory was
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worth 250 points (50% of the total points possible), with the odder categories worth 62.5 points each. Each category
of goals contains several sub-goals that share the total points available in each category. Quantitative and qualitative
goals are included, and points are accumulated based on achievement of each sub-goal.

In the Regulatory category, there were four sub-goals, which included: (i) obtaining a rate case settlement agreement
with the ACC for TEP, one of our electric subsidiaries, (ii) filing and advancing a rate case with the ACC for our gas
subsidiary, (iii) obtaining approval from the ACC for the Renewable Energy Standard Tariff implementation, which
satisfies Arizona-specific regulations, and (iv) completion by UNS Electric, Inc., which is also one of our electric
subsidiaries, of its rate case filed with the ACC.

All Regulatory goals were achieved in 2008, contributing 250 points to the core and customer service business goals.
All Safety, Customer Service, Reliability, and five out of the six Project Implementation goals were achieved. In
2008, the Company earned a total of 490 points for the customer service and core business goals, which was close to
an outstanding level of performance. According to the guidelines set by the Compensation Committee at the time of
the award, which required interpolating on a straight-line basis, the achievement of the these goals resulted in a
payout level of 146% of the target amount for that factor.

Overall, these results produced total weighted performance for 2008 of 84.3% of target performance.

The Compensation Committee agreed and approved a PEP payout of 84.3% of target awards for Named Executives
other than Mr. Pignatelli.

Mr. Pignatelli was eligible for a payment on account of his annual incentive award because the Company exceeded
the minimum threshold of $256 million operating cash flow necessary for him to receive a payment. Having
confined that Mr. Pignatelli was eligible for a payment, the Compensation Committee used the methodology
described above to determine that Mr. Pignatelli was entitled to receive a payment of $500,000, or 86.1% of his target
award. This payment, as a percent of the target award, was slightly higher than the payments to other Named
Executives and reflects Committee use of discretion to recognize Mr. Pignatelli's leadership with respect to strategic
initiatives and executive transition issues.

Long-Term Incentive Compensation (Equity Awards)

We believe that equity awards, in tandem with our executive stock ownership guidelines discussed below, encourage
ownership of Company stock by executive officers and hold executive officers accountable for the long-term impact
of their actions, which in turn aligns the interest of those officers with the interest of our shareholders. In addition,
the vesting provisions applicable to the awards encourage a focus on long-term operating performance, link
compensation expense to the achievement of multi-year financial results and help to retain executive officers.

The long-term incentive opportunity for each Named Executive is based on a multiple of salary. The current long-
term incentive multiple, which is 100% of base salary for each Named Executive, was established in 2003 to retain
the executives in light of a then pending merger. The value of the Named Executives' long-term incentive multiples,
which is generally consistent with the median to 75"' percentile of benchmark practice, has been maintained for the
Named Executives to strengthen the retention value of the compensation program following the termination of the
proposed merger transaction in 2004 and to avoid a reduction in Named Executives' compensation, which would
allow some of the Named Executives to terminate employment for "good reason" and receive change in control
severance benefits. See "Elements of Post-Employment Compensation - Termination and Change in Control" for
greater detail. While Mr. Heyman is not covered under a change in control agreement, the Compensation Committee
set his long~term incentive opporhlnity at 100% of salary to advance internal pay equity with the other Named
Executives with comparable responsibility levels. Mr. Pignatelli's long-term incentive opportunity of 100% of salary
is below the targeted 75"' percentile and his total direct compensation falls between the median and 75*" percentile.

In developing the long-term performance targets, the CFO of the Company compiles relevant data and makes
recommendations to the Compensation Committee, but the Compensation Committee ultimately determines the
performance objectives that are adopted for the applicable long-term plan.

For 2008, management recommended and the Compensation Committee approved long-term incentive awards
consisting of equally weighted stock options and performance shares with eamout tied to total shareholder return
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TSR Percentile Rank Payout as a Percent of Target Award

150%

125%

100%

75%

50%

0%

75"' percentile and above

60"' percentile .-- 74"" percentile

50"' percentile -- 59"" percentile

40"" percentile - 49111 percentile

35"° percentile - 39111 percentile

Below 35th percentile
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("TSR"). Given the difficulty in projecting the outcome of the TEP rate case, which occurred in 2008, and the
unpredictable impact of the TEP rate case on diluted EPS, the Compensation Committee decided to use TSR as the
performance metric for 2008, rather than cumulative diluted EPS. TSR was selected as the performance objective as
it rewards executives for creating value in excess of a broad index of utilities. We believe that this long-term
incentive approach consisting of stock options and TSR-based performance shares focuses the Named Executives on
increasing both absolute and relative shareholder value creation. Moreover, stock option grants and performance
share awards are intended to qualify as performance-based compensation under Section l 62(m) of the Code, which is
tax deductible by the Company.

Stock Option Grants

Options are designed, in part, to reward longer term success in Company performance that is reflected in increases in
share price. The Company's options, granted with an exercise price equal to the fair market value on the date of
grant, help focus executives on long-term growth. In addition, options are intended to help retain key employees
because they become exercisable in one-third increments over a three year period. The three-year incremental vesting
also keeps executives focused on long-term performance.

Performance Share Awards

Performance shares are designed, in part, to reward achievement of financial performance objectives and/or
shareholder value objectives.

2008 Program

The 2008 performance share awards are tied to TSR, relative to the Edison Electric Institute index, over a three-year
performance period, commencing in 2008 and ending in 2010. The 2008 performance share criteria were established
at the beginning of 2008 and are set forth in the following table.

PERFORMANCE CRITERIA

2006Program

The 2006 performance share awards were tied to the achievement of Basic EPS (defined as EPS applied to undiluted
outstanding shares), and operating cash flow goals over the 2006-2008 performance period.

The cumulative Basic EPS for the 2006-2008 performance period was $3.96 per share, which is less than threshold,
and resulted in no payment on the Basic EPS goal. The cumulative operating cash flow was $882.3 million and
resulted in a 33% operating cash flow payout. See the "Outstanding Equity Awards Table" on pages 29-31 for the
number and market value of unearned share awards for each of the Named Executives.
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Table C, below, reflects the cumulative Basic EPS goal, which ranged from $5.80 per share (threshold) to $6.38 per
share (outstanding), and the corresponding payout levels, which ranged from 25% to 75% of the target award. As
noted above, the cumulative Basic EPS for the three year period comprising 2006-2008 was less than the threshold
level, as shown on the table below, therefore, there was no payout on die Basic EPS goal.

Table C

EPS - Basic $6.38
75%

Range
Payout %

$3.96
I I $5.80
I 25%

0%
+

$6.07
50%

Table D, below, reflects the operating cash flows goals, which ranged from $879.6 million (threshold) to $901.1
million (outstanding), and the corresponding payout levels which ranged from 25% to 75% of the target award. As
showll on the table below, the Company achieved a cumulative operating cash flows level of $882.3 million, which
resulted in a payout level of 33% of the target amount for that factor.

Table D

Cash Flow Range ($ Millions)
Payout %

$882.3
I $879.6 |

r

33%

$888.3
50%

$901.1
75%

The targets and goals discussed above are disclosed in the limited context of UniSource Energy's compensation
programs and should not be understood to be statements of management's estimates of results or other
guidance. UniSource Energy specifically cautions investors not to apply these statements to other contexts.

Equity Grant Timing and Practice

Generally, during the first quarter following the close of a fiscal year, the Compensation Committee approves the
long-term incentive awards to be granted for the upcoming year, including the type of equity to be granted, as well as
the size of the awards for Named Executives. In determining the type and aggregate size of awards to be provided, as
well as the performance metrics that will apply, the Compensation Committee considers the strategic goals of the
Company, trends in corporate governance, accounting impact, tax deductibility, cash flow considerations, the impact
on EPS and the number of shares that would be required to be allocated for the award and the resulting impact to
shareholders. When the Compensation Committee approves grants of plan-based equity awards, the exercise price is
set at the market closing price of UniSource Energy common stock on the date that the grant is made. Awards are not
coordinated with the release of material non-public information.

In addition, the Company does not typically provide for off-cycle stock option grants and has no specific number of
shares under the 2006 Omnibus Plan set aside for such grants. However, occasionally in connection with a new hire
of an executive, such a grant may be made to the extent approved by the Compensation Committee. The exercise
price of any off-cycle option granted to a newly hired executive will be the closing market price on the date that the
Compensation Committee approves any such award, consistent with the pricing practices associated with on-cycle
plan-based equity awards.

STOCK OWNERSHIP PDLICY

To further support our objective of aligning management and shareholder interests, the Company maintains a formal
stock ownership policy, which encourages all officers to accumulate a substantial ownership stake in Company
shares. The policy has the following key features:
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Participants are encouraged to accumulate Company shares with a target value of a multiple of their base
salary, ranging from one times base salary for Vice Presidents, three times for senior Vice Presidents and five
times for our CEO.

If a participant has not yet reached the applicable target ownership requirement, he or she is expected to
retain a portion of the net after-tax shares acquired from any stock option exercise, vesting of restricted stock
or payments related to the performance share program. The applicable retention rates are l 00% for the CEO,
50% for Named Executives who are senior Vice Presidents and 25% for the other Vice Presidents.

Unexercised stock options, unvested stock options and unearned performance shares do not count towards
meeting the ownership guidelines.

Annually, management provides a report to the Compensation Committee regarding the number and value of the
shares held by each officer subject to the guidelines. As of December 31, 2008, all of the Named Executives who
were hired before 2005, including the CEO, have achieved their target ownership level. Raymond S. Heyman, who
was hired after 2005, is malting progress toward meeting the guideline.

OTHER COMPENSATION

Perquisites

The Company provides Named Executives with limited personal benefits and perquisites. These are not tied to any
formal individual or Company performance criteria but are intended to enhance the attraction and overall retention
value of the executive compensation program and to be comparable to similar benefits provided to executives and
other key personnel in other similar companies in the industry. As a benefit, the Company from time to time
reimburses certain executives for business or similar social club initiation fees and periodic special assessments. The
Company also reimburses executives for the travel expenses of their spouses incurred in connection with the annual
Board strategic retreat. The Company also has a policy of either directly paying or reimbursing certain executives for
certain of their relocation costs, since this is a common benefit offered in the market and an additional means of
attracting executives. None of our Named Executives benefited from the relocation policy during 2008. For
identification of specific perquisites and associated values, refer to the "Summary Compensation Table" on page 25.

Retirement Benefits

Our Named Executives are also eligible to participate in certain employee benefits plans and arrangements offered by
the Company. These include the Tucson Electric Power Company 401(k) Plan, the Tucson Electric Power Company
Salaried Employees Retirement Plan (the "Retirement Plan"), the Tucson Electric Power Company Excess Benefit
Plan (the "Excess Benefit Plan") and the Management and Directors Deferred Compensation Plan (the "DCP"). A
descript ion of the pension and other ret i rement plans is provided under "Elements of Post-Employment
Compensation-Retirement and Other Benefits," below.

ELEMENTS OF POST-EMPLOYMENT COMPENSATION

Termination and Change in Control

In 1998, TEP, a wholly owned subsidiary of the Company, entered into Change in Control Agreements ("Change in
Control Agreements" or "Agreements") with all of the then Named Executives to help keep them focused on their
work responsibilities during the uncertainty that accompanies a change in control, to provide benefits for a period of
time following certain terminations of employment after a change in control event or transaction and to help us
attract and retain key personnel. Some of these Agreements remain in effect until 2010. See discussion preceding the
"Potential Payments Upon Termination or Change in Control Table" on page 34.
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Retirement and Other Benefits

Eenefits Generally

The Company offers retirement and other core benefits to its employees, including executive officers, in order to
provide them with a reasonable level of financial support in the event of illness or injury and to enhance productivity
and job satisfaction. The benefits are the same for all employees and executive officers and include medical and
dental coverage, disability insurance and life insurance. In addition, the Tucson Electric Power Company 401(k)
Plan and the Retirement Plan provide a reasonable level of retirement income reflecting employees' careers with the
Company. All employees, including executive officers, participate in these plans, the cost of these benefits (other
than the Retirement Plan) is partially borne by the employee, including each executive officer. To the extent that any
officer's retirement benefit exceeds Internal Revenue Service ("IRS") limits for amounts that can be paid through a
qualified plan, the Company also offers non-qualified retirement plans, including the Excess Benefit Plan and the
DCP. These plans provide only the difference between the calculated benefits and the IRS limits. Benefits under the
Excess Benefit Plan are provided to officers but, with limited exceptions, are not generally available to other
employees. These benefits are not tied to any formal individual or Company performance criteria but are intended to
enhance the attraction and retention value of the executive compensation program and are consistent with similar
competitive compensation benefits made available to executives in the industry. We believe the DCP assists with our
attraction and retention objectives since it provides an industry-competitive and tax-efficient benefit to our
executives. The DCP is not funded by the Company and participants have an unsecured contractual commitment by
the Company to pay amounts owed under the DCP. For more information on retirement and certain related benefits,
see the discussion following the "Pension Benefits Table" on page 33 and the "Non-Qualified Deferred
Compensation Table" on page 34.

IMPACT OF REGULATORY REQUIREMENTS

Under Section l62(m) of the Code, compensation paid to the CEO and to certain other most highly compensated
executives in excess of $1,000,000 annually is not deductible for federal income tax purposes unless the
compensation is awarded under a performance-based plan approved by the shareholders, and satisfies certain other
requirements. To the extent that the Company complies with the performance-based compensation provision of
Section l 62(m), the awards granted to the CEO and other Named Executives are tax deductible by the Company. The
Company believes that all executive compensation earned in 2008 will be tax deductible.

The Compensation Committee believes that it is in the best interest of the Company to receive maximum tax
deductibil i ty for compensation paid to the Company's Named Executives, although to maintain flexibil i ty in
compensating Named Executives in a manner designed to promote varying corporate goals, the Compensation
Committee may award compensation that is not fully deductible under certain circumstances. The Company's
compensation plans reflect the Compensation Committee's intent and general practice to pay compensation that the
Company can deduct for purposes of federal income tax. Executive compensation decisions, however, are
multifaceted. The Compensation Committee reserves the right to pay amounts that are not tax deductible to meet the
design goals of our executive compensation program.

The Compensation Committee also considers other financial implications when developing and implementing the
Company's compensation program, including accounting costs, cash flow impact and potential share dilution.
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COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION

The Compensation Committee has reviewed and discussed with management the "Compensation Discussion and
Analysis" section required by Item 402(b) of SEC Regulation S-K and contained in this Proxy Statement. Based on
such review and discussions, the Compensation Committee recommended to the Board that the "Compensation
Discussion and Analysis" section be included in the Company's annual report on Form 10-K for the year ended
December 31 , 2008 and the 2009 Proxy Statement.

Respectfully submitted,

THE COMPENSATION COMMITTEE

Harold W. Burlingame, Chair
Lawrence J. Aldrich
Larry W. Buckle
John L. Caner
Louise L. Francesconi
Ramiro G. Peru
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Year

($)
Salary

($)

Stock
Awards

($)(1)

Option
Awards
($)(2)

Non-
Equity

Incentive
Plan

Compen-
sation
($)(3)

Change in
Pension

Value and
Non-

Qualiiied
Deferred
Compen-

sation
Earnings

($)(4)

All Other
Compen-

sation

($)(5)

Total
($)

James S. Pignatelli
Chairman,President and Chief
Executive Officer

2008

2007

2006

724,689

694,438

666,923

98,305

97,755

95,476

348,790

319,336

339,742

500,000

79 I ,000

867,500

793,548

0

210,550

13,532

262,236

17,646

2,478,864

2, l64,765

2,197,837

Kevin p. Larson
Senior Vice President and Chief
Financial Officer

2008

2007

2006

315,499

299,814

288,462

46,397

62,731

41,317

137,107

85,372

32,671

132,700

237,632

259,184

208,912

0

74,313

14,366

49,237

15,352

854,981

734,786

711,299

Michael J. DeConci1i
Senior Vice President and Chief
Operating Office,
Transmission and Distribution

2008

2007

2006

320,112

300,178

288,462

46,910

62,731

41,317

137,776

85,372

32,671

134,800

243,608

265,196

161,064

0

38,573

15,485

74,960

14,768

816,147

766,849

680,987

Raymond S. Heyman
Senior Vice President and
General Counsel

2008

2007

2006

319,949

304,077

288,462

46,397

62,73 I

41,317

224,702

208,484

155,783

132,700

146,000

167,000

159,468

43,651

65,352

14,408

14,183

14,020

897,624

779,126

731,934

Karen G. Kissinger
Vice President, Controller and
ChiefCompliance Officer

2008

2007

248,493

236,731

36,536

49,647

124,994

67,598

83,700

179,648

205,525

0

11,182

13,011

710,430

546,635
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SUMMARY COMPENSATION TABLE--2008

The following table sets forth summary compensation information for the years ended December 31 , 2006,
December 31 , 2007, and December 31 , 2008 for our CEO, our CFO and three other most highly compensated Named
Executives:

(1) The amounts included in the "Stock Awards" column represent the compensation expense recognized by the
Company for performance share awards during 2006, 2007 and 2008, calculated in accordance with Statement of
Financial Accounting Standards share based payment (revised 2004) ("FAS l23R"). The Company's FAS l23R
assumptions used in these calculations are set forth on pages 149-152 of our annual report on Form 10-K filed with
the SEC on March 2, 2009, and available on the Company's website at www.UNS.com.

(2) The amounts included in the "Option Awards" column represent the compensation expense recognized by
the Company for stock option awards granted to the Named Executives during 2006, 2007 and 2008, and a 2005
stock option award to Mr. Heyman, calculated in accordance with FAS 123R. The Company's FAS 123R
assumptions used in these calculations are set forth on pages 149-152 of our annual report on Form l0-K filed with
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Name Year

Qualified
Plan 401 (k)
Matching

Contributions
($)

Non-Qualified Plan
401(k) Matching

Contributions
($)

Club Memberships
($)

Spouse
Travel

($)

Total

($)

James S.pi atelliI 2008 10,350 0 1,080 2,102 13,532
Kevin P. Larson 2008 10,350 3,840 0 176 14,366
Michael J. DeConcini 2008 10,350 4,055 1,080 0 15,485
Raymond S.He an 2008 10,350 4,047 0 11 14,408
Karen G. Kissinger 2008 10,350 832 0 0 11,182
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the SEC on March 2,  2009, and available on the Company's website at www.UNS.corn.  Since Mr.  Pignatel l i  was
retirement eligible, his accruals in 2006, 2007 and 2008 were fully expensed during the year of the award, rather than
expensed over a three-year vesting period. These amounts disregard estimates of forfeitures related to service based
vesting conditions.

(3) The 2008 PEP awards included in this column were paid during the first four months of 2009.

(4) This column reflects the change in the actuarial present value of the accumulated benefit under all defined
benefit plans (the Retirement Plan and Excess Benefit Plan). Due to a change in actuarial assumptions for the 2007
measurement date,  the change in pension value for four of the Named Executives was negative for 2007,  and in
accordance with the SEC rules,  we report  these amounts as zero.  We do not pay "above market" interest  on non-
qualified deferred compensation,  therefore,  this column reflects pension accruals only.  See the discussion of the
non-qualified DCP on page 34.

(5) The amounts in the "All Other Compensation" column include the following payments that we made on
behalf of the Named Executives:

The "Club Memberships" and "Spouse Travel" columns include the incremental  cost  to the  Company of such
benefits. Spouse travel costs, which may include airfare and meals for the Named Executives' spouses for the annual
Board retreat, and other company-related travel.

Effective January 1, 2009, Mr. Bonavia became Chairman of the Board, President and Chief Executive Officer of
UniSource Energy, TEP and UES. Since Mr. Bonavia was not with the Company in 2008, he is not included as a
"Named Executive" in this proxy statement. Mr. Bonavia's initial annual base salary will be $600,000. Mr. Bonavia
will participate in UniSource Energy's annual cash incentive compensation program with a target award for 2009 of
80% of base salary and a maximum award equal to 120% of base salary, and will participate in the 2006 Omnibus
Plan as well .  Mr.  Bonavia wil l  be ent i t led to severance pay of 200% of his base salary,  plus pro rata incent ive
compensa t ion ,  i f  h i s  employment  i s  t e rmina ted  by UniSource  Energy wi thout  cause  or  i f  he  t e rmina tes  h i s
employment  for  good reason within three years of his  employment .  Mr Bonavia wil l  be ent i t led to a severance
payment of 200% of the sum of base salary and bonus, plus pro rata incentive compensation, if UniSource Energy
terminates his employment without cause or if he terminates employment for good reason within 24 months of a
change in control.
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Name
Grant
Date

Estimated Possible Payouts
Under Non-Equity Incentive Plan

Awards (1)

Estimated Future Payouts
Under Equity Incentive Plan

Awards (2)

All Other
Option

Awards-
Nu mbar of
Securities
Under-
lying

Options
(#)(3)

Exercise
or Base
Price of
Option
Awards
($/Sh)

(4)

Grant Date
Fair Value of

Stock and
Option

Awards ($)(5)

Thresh-
old

($)

Target

($)

Maxi-
mum
($)

Thresh-
old

(#)

Target

(#>

Maxi-
mum
(#)

JAMES s.
PIGNATELLI

PEP 2/27/2008 290,400 580,800 871,200

Performance
Share

2/27/2008 6,680 13,360 20,040 349,765

Stock Options 2/27/2008 82,470 26.18 349,768

KEVIN p.
LARSON

PEP 2/27/2008 79,000 158,000 237,000

Performance
Share

2/27/2008 2,905 5,810 8,715 152,106

Stock Options 2/27/2008 35,890 26.18 152,215

MICHAEL J.
DECONCINI

PEP 2/27/2008 80,300 160,500 240,800

Performance
Share

2/27/2008 2,950 5,900 8,850 154,462

Stock Options 2/27/2008 36,460 26.18 154,633
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GRANTS OF PLAN-BASED AWARDS--2008

The following table sets forth information regarding plan-based awards to our Named Executives in 2008. The
compensation plans under which the grants in the following table were made are generally described in the
"Compensation Discussion and Analysis" section, beginning on page 12 and include the UniSource Energy PEP,
which provides for non-equity (cash) performance awards, and the 2006 Omnibus Plan, which provides for
equity-based performance awards including stock options and performance shares.
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Name
Grant
Date

Estimated Possible Payments
Under Non-Equity Incentive Plan

Awards (1 )

Estimated Possible Payments
Under Equity Incentive Plan

Awards (2)

All Other
Option

Awards:
Number of
Securities

Under-
lying

Options

(#)(3)

Exercise
or Base
Price of
Option
Awards
(S/Sh)

(4)

Grant Date
Fair Value of

Stock and
Option

Awards ($)(5)

Thresh-
old

($)(1)

Target

($)

Maxi-
mum

($)

Thresh-
old

(#)

Target

(#)

Maxi~
mum

(#)

RAYMOND s.
HEYMAN

PEP 2/27/2008 79,000 158,000 237,000

Performance
Share

2/27/2008 2,905 5,810 8,715 152,106

Stock Options 2/27/2008 35,890 26.18 152,215

KAREN G.
KISSINGER

PEP 2/27/2008 49,800 99,600 149,400

Peri?>rvnanee
Share

2/27/2008 2,290 4,580 6,870 119,904

Stock Options 2/27/2008 28,280 26.18 119,940
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(1) The amounts shown in this column reflect the range of layouts (50%-150% of the target award) for 2008
performance under the Company's PEP, as described in the "Short-Term Incentive Compensation" section of the
Compensation Discussion and Analysis above. These amounts are based on the individual's current salary and
position. The amount of cash incentive actually paid under the PEP for 2008 is reflected in the Summary
Compensation Table above.

(2) The amounts shown in this column reflect the range (50%-150% of the target award) of layouts in the form
of performance shares targeted for 2008 performance under the 2006 Omnibus Plan for long-term incentive
compensation, as described in the "Long-Term Incentive Compensation" section of the Compensation Discussion and
Analysis above. The following example is an illustration of the Company's method for determining the threshold,
target and maximum number of shares subject to the equity incentive awards under the long-term incentive plan. In
2008, the CEO's base salary was $726,000, therefore, the target value of the CEO's long-term incentive award was
$726,000, which equaled 100% of his base salary. As described in the "Compensation Discussion and Analysis," we
granted one-half of that award ($726,000/2 = $363,000) in the form of performance shares and one-half in the form of
stock options. Each performance share had an initial value equal to the fair market value of one share of our common
stock as of a date preceding the date of the Compensation Committee meeting at which the awards were granted
($27.17), which produced a target award of 13,360 performance shares ($363,000/$27.l7= 13,360 shares). Threshold
equaled 6,680 shares, which was 50% of target (13,360 * 50%= 6,680), and maximum equaled 20,040 shares, which
was 150% of target (13,360 * 150% = 20,040).

(3) Stock options granted under the 2006 Omnibus Plan are described in the Outstanding Equity Awards at Fiscal
Year-End Table below. Options are granted with an exercise price equal to 100% of the fair market value on the date
of grant, they vest in one-third increments over a three year period and expire after 10 years. The number of stock
options awarded was detemiined by dividing the target value of the stock option award ($363,000) by the FAS 123R
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END .. 2008

The following table summarizes the number of securities underlying outstanding plan awards for each
Named Executive as of December 31, 2008:

Option Awards(1) Stock Awards(2)

Name Grant Date

Nu meer of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Options (#)

Unexer-
cisable

Option
Exercise
Price ($)

Option
Expiration

Date

Equity
Incentive

Plan
Awards:

Number of
Unearned

Shares,
Units or
Other

Rights That
Have Not
Vested (#)

Equity
Incentive

Plan
Awards'

Market or
Payout
Value of

Unearned
Shares,
Units or
Other

Rights That
Have Not

Vested
($)(3)

James S. Pignatelli

7/16/1999 114,500 12.28 7/16/2009

8/3/2000 175,000 15.28 8/3/2010

8/2/2001 150,000 17.91 8/2/2011

1/2/2002 150,000 18.12 1/2/2012

5/9/2003 21,226 17.84 5/9/2013

5/5/2006 30,673 15,337 30.55 5/5/2016

3/20/2007 13,100 26,200 37.88 3/20/2017

2/27/2008 82,470 26.18 2/27/2018

5/5/2006 3,655 107,311

3/20/2007 6,340 186,142

2/27/2008 6,680 196,125
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"fair value" of an option as of a date preceding the date of the Compensation Committee meeting at which the options
were granted ($4.40154), resulting in a grant of 82,470 stock options ($363,000/$4.40154 = 82,471, which was
rounded down to 82,470). The exercise price for each option was set at the closing price on the actual grant date.

(4) Exercise price for the February 27, 2008 stock option award was $26.18, which was the closing price of the
Company's common stock on the NYSE on the grant date.

(5) This amount has been detennined in accordance with FAS l 23R based on the fair value of our common stock
as of the grant date, which was $26.18 per share for 2008 awards.
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Option Awards(1) Stock Awards(2)

Name Grant Date

Number of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Options (**)

Unexer-
cisable

Option
Exercise
Price ($)

Option
Expiration

Date

Equity
Incentive

Plan
Awards:

Number of
Unearned

Shares,
Units or
Other

Rights That
Have Not
Vested (#)

Equity
Incentive

Plan
Awards'

Market or
Payout
Value of

Unearned
Shares,
Units or
Other

Rights That
Have Not

Vested

($)(3)

Kevin P. Larson

8/3/2000 17,000 15.28 8/3/2010

1/2/2002 35,000 18.12 1/2/2012

5/9/2003 7,783 17.84 5/9/2013

5/5/2006 13,273 6,637 30.55 5/5/2016

3/20/2007 5,653 11,307 37.88 3/20/2017

2/27/2008 35,890 26.18 2/27/2018

5/5/2006 1,582 46,448

3/20/2007 4,100 120,376

2/27/2008 8,715 255,872

Michael J. DeConcini

7/16/1999 8,900 12.28 7/16/2009

8/3/2000 40,000 15.28 8/3/2010

8/2/200] 30,000 17.91 8/2/2011

1/2/2002 40,000 18.12 1/2/2012

5/9/2003 8,137 17.84 5/9/2013

5/5/2006 13,273 6,637 30.55 5/5/2016

3/20/2007 5,653 11,307 37.88 3/20/2017

2/27/2008 36,460 26.18 02/27/2018

5/5/2006 1,582 46,448

3/20/2007 4,100 120,376

2/27/2008 8,850 259,836

Attachment RCS-5
Page 114 of 187

Docket No. G-04204A-08-0571

30



Option Awards(1) Stock Awards(2)

Name Grant Date

Number of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Options <#>

Unexer-
cisable

Option
Exercise
Price (8)

Option
Expiration

Date

Equity
Incentive

Plan
Awards:

Number of
Unearned

Shares,
Units or

Other
Rights That

Have Not
Vested <#>

Equity
Incentive

Plan
Awards:

Market or
Payout
Value of

Unearned
Shares,
Units or
Other

Rights That
Have Not

Vested

($)(3)

Raymond S. Heyman

9/15/2005 50,000 33.55 9/15/2015

5/5/2006 13,273 6,637 30.55 5/5/2016

3/20/2007 5,653 11,307 37.88 3/20/2017

2/27/2008 35,890 26.18 2/27/2018

5/5/2006 1,582 46,448

3/20/2007 4,100 120,376

2/27/2008 8,715 255,872

Karen G. Kissinger

8/2/2001 7,000 17.91 8/2/201 l

1/2/2002 1,152 18.12 1/2/2012

5/5/2006 10,526 5,264 30.55 5/5/2016

3/20/2007 4,466 8,934 37.88 3/20/2017

2/27/2008 28,280 26.18 2/27/2018

5/5/2006 1,254 36,817

3/20/2007 3,240 95,126

2/27/2008 6,870 201,703
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(1) A11 options listed above vest at a rate of 33 1/3% per year over the first three years of the 10-year option term.
The option expiration date for Mr. Pignatelli is accurate as of December 31, 2008, however, Mr. Pignatelli retired
effective as of January 1, 2009 and, as a result, his options expire three years from the date of retirement or
expiration date, if sooner.

(2) Performance shares vest after three years based on performance of the cumulative goals over the applicable
three-year period.
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Option Awards

Name

Number of Shares
Acquired on

Exercise

(#)(1)

Value Realized on
Exercise

($)(2)

James S. Pignatelli 45,096 832,510

Michael J. DeConcini 4,000 69,990
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(3) The amounts shown reflect the projected value of the performance share awards as of December 31, 2008.
The projections regarding achievement of the performance goals were the same projections used to determine the
2008 compensation expense related to the outstanding awards for financial reporting purposes, and were done in the
manner required by Financial Accounting Standards l23(R).

OPTION EXERCISES AND STOCK VESTED

The following table includes certain information with respect to the options exercised by our Named Executives
during the year ended December 31 , 2008:

(1) Of shares exercised, the following numbers of shares were due to options that otherwise would have expired
during the year: James S. Pignatelli, 45,096. Michael J. DeConcini, 4,000. Mr. DeConcini retained 4,000 of the
shares acquired through the exercise of the options indicated above.

(2) For options that are exercised in cashless transactions, we base this value on the spread between the exercise
price and the actual price at which the shares of common stock are sold in the market. For options that are exercised
and retained by the Named Executive, we base this value on the spread between the exercise price and the actual
market price of our common stock at the time of exercise.

PENSION BENEFITS

The following table shows the present value of accumulated benefits payable to each of the Named Executives,
including the number of years of service credited to each such Named Executive, under each of the Retirement Plan
and the Excess Benefit Plan determined using interest rate and mortality rate assumptions used in the Company's
financial statements as set forth on pages 142-149 of the Company's annual report on Form 10-K. Infonnation
regarding the Retirement Plan and the Excess Benefit Plan can be found under the heading "Retirement and Other
Benefits" on page 23.
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Name Plan Name

Number of Years
Credited Service

(#)

Present Value of
Accumulated Benefit

($)

Payments During Last
Fiscal Year

($)

James S. Pignatelli Tucson Electric Power
Salaried Employees
Retirement Plan (1)

14.33 556,545 0

Tucson Electric Power
Excess Benefit Plan (2)

14.33 4,547,191 0

Kevin P. Larson Tucson Electric Power
Salaried Employees
Retirement Plan (1)

23.83 428,588 0

Tucson Electric Power
Excess Benefit Plan (2)

23.83 403,186 0

Michael J. DeConc'mi Tucson Electric Power
Salaried Employees
Retirement Plan (l)

20.08 236,899 0

Tucson Electric Power
Excess Benefit Plan (2)

20.08 321,025 0

Raymond S. Heyman Tucson Electric Power
Salaried Employees
Retirement Plan (1 )

3.33 65,112 0

Tucson Electric Power
Excess Benefit Plan (2)

3.33 216,225 0

Karen G. Kissinger Tucson Electric Power
Salaried Employees
Retirement Plan (1)

18 388,618 0

Tucson Electric Power
Excess Benefit Plan (2)

18 394,263 0
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(1) The Retirement Plan is intended to meet the requirements of a qualified benefit plan for Code purposes, and
is funded by the Company and made available to all eligible employees. The Retirement Plan provides an annual
income upon retirement based on the following fionnula:

1.6% x years of service (up to 25 years) x final average pay

Final average pay is calculated as the average of basic monthly earnings on the first of the month following the
employee's birthday during the five consecutive plan years in which basic monthly earnings were the highest, within
the last 15 plan years before retirement. Years of service are based on years and months of employment. A
Retirement Plan participant is fully vested in his or her retirement benefit after five years of service. The maximum
benefit available under the Retirement Plan is an annual income of 40% of final average pay (as defined above).
Plan compensation for purposes of determining final average pay is limited by IRS compensation limits under Code
Section 40l(a)(l7). For 2008, the limit was $230,000 in annual income. Employees are eligible to retire early with
an unreduced pension benefit if (i) the combination of dieir age and years of service equals or exceeds 85 or (ii) they
are age 62 and have completed 10 years of service. Employees are also eligible to early retirement with a reduced
pension benefit at age 55 with at least 10 years of service. The reduction at age 55 with 10 years of service is 42.6%
and continues to be reduced at a lesser amount up to age 62, where there is no reduction. All optional forms of the
benefit are actuarially equivalent.

(2) The Retirement Plan is subject to Code limitations on the amount of compensation that can be taken into
account and on the amount of benefits that can be provided. The Excess Benefit Plan provides the retirement
benefits to officers that would have been provided under the Retirement Plan if the Code limitations did not apply.
The Excess Benefit Plan retirement benefit is calculated generally using the same pension formula as the
Retirement Plan formula but with some modifications. Compensation for purposes of the Excess Benefit Plan is
determined without regard to IRS limits on compensation and by including voluntary salary reductions to the DCP,
and any annual incentive payment received under the PEP. The retirement benefit payable from the Excess Benefit
Plan is reduced by the benefit payable to that person from the Retirement Plan. Full vesting occurs after five years
of service. Benefits are payable in a lump sum or annuity, at the retiree's election.
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Name

Executive
Contributions in
Last Fiscal Year

($)(1)

Registrant
Contributions in
Last Fiscal Year

($)(4)

Aggregate
Earnings in Last

Fiscal Year

($)(2)

Aggregate
Withdrawals/
Distributions

($)

Aggregate Balance
at Last Fiscal

Year End

($)(3)
James S. Pignatelli 0 5,375 (266,998) 0 1,350,336

Kevin P. Larson 0 3,357 (1,210) 0 34,934

Michael J. DeConc'mi 0 3,357 (804) 0 24,373

Raymond S. Heyman 0 3,558 6 0 6,203

Karen G. Kissinger 0 527 (2,957) 0 59,953

Name of Fund Rate of Return Name of Fund Rate of Return

Fidelity Retirement Money Market 2.93% Fidelity Spartan Us Equity Index (37.03%
Fidelity Intermediate Bond (5.84%) Fideli Growth Company (40.90%
Janus Flexible Bond 5.64% Fidelity Low Price Stock (36.17%
Fidelity Asset Manager (27.80% Janus Worldwide (45.02%
Fidelity Equity-Income 41 .64% UniSource Energy Corporation Stock 3.67%
Fidelity Magellan (49.40%
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NON-QUALIFIED DEFERRED COMPENSATION

UniSource Energy sponsors  the DCP for  di rectors ,  off icers  and cer tain other  employees  of UniSource Energy .
Under the DCP, employee participants are al lowed to defer on a pre-tax basis up to 100% of base salary and cash
bonuses and non-employee director participants are allowed to defer up to 100% Of their cash compensat ion.  This
deferral  plan also al lows the executive employee participants to receive the 401(k) Company match that cannot be
contributed to the 401(k) Plan because of l imitations imposed by the Code. The deferred amounts are valued daily
as i f invested in one or more of a number of investment funds, including UniSource Energy stock units , each of
which may  apprec i ate  or  deprec i ate  in value  over  t ime .  The  choice  of  inves tment  funds  i s  de termined by  the
individual participant.

( l ) Represents  contr ibu t ions  to the  DCP by  the  Named Execu t ives  dur ing  the  year . These  amounts  are
included in the salary column of the "Summary Compensation Table" above.

( 2 ) Represents the total  market based earnings ( losses) for  the year  on al l  deferred compensation under the
plan based on the  inves tment  re turns  assoc iated wi th the  inves tment  choices  made by  the  Named Execut ive .
Amounts in this column are not included in the "Summary Compensation Table."

( 3 ) The  amount  r epor ted  for  Mr .  P i gnate l l i  i nc ludes  a  tota l  of  $250 ,475  of  execu t i ve  contr ibu t ions  and
registrant contributions that were reported in the Summary Compensation Table in 2006 and 2007.

( 4 ) The amounts shown in this column reflect the actual contributions made in 2008 for the 2007 plan year.

The following table shows the deemed investment options available, and the annual rate of return for the calendar
year ended December 31, 2008, under the DCP,

POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE IN CONTROL

Each of the  Named Execut ives ,  other  than Mr .  Pignate l l i  and Mr .  Heyman,  are  subjec t  to a Change  in Control
Agreement. For the purpose of the Agreements, a "Change in Control", as defined in the Agreements, includes the
acquisition of beneficial ownership of 30% of the common stock of UniSource Energy, certain changes in the Board,
approval  by the shareholders of certain mergers or  consol idations or  certain transfers  of the assets  of UniSource
Energy. The Agreements provide that each officer shal l  be employed by TEP or one of i ts subsidiaries or affi l iates,
in a position comparable to his current position, with compensation and benefits, which are at least equal to his then
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current compensation and benefits, for an employment period of five years after a Change in Control (subject to
earlier tennination due to the officer's acceptance of a position with another company or termination for cause). For
purposes of this section, titled "Potential Payments Upon Termination or Change in Control", only, "TEP" shall
mean TEP or one of its subsidiaries or affiliates, as applicable.

The Agreements are in effect until the later of: (i) live years after the date either TEP or the officer gives written
notice of termination of the Agreement, or (ii) if a Change in Control occurs during the term of the Agreements, five
years after the Change in Control. On March 29, 2004, a Change in Control occurred for purposes of the
Agreements when our shareholders, at a special meeting, approved the acquisition agreement that provided for an
affiliate of Saguaro Utility Group L.P. to acquire all of our outstanding shares of common stock.

On March 3, 2005, TEP provided the officers of the Company with written notice of termination of the Agreements
effective March 3, 2010, the fifth anniversary of the date of the written notice of termination. In December 2006, the
CEO of the Company waived all rights he otherwise would have had for the remaining effective period under his
Agreement and terminated the Agreement to which he and TEP had been party.

During the remaining tem of the Agreements currently in effect, in the event that an officer's employment is
terminated by TEP (with the exception of tennination due to the officer's acceptance of another position or for
cause), or if the officer terminates employment because i) there was a material change by TEP of the officer's status,
title, authority, duties or responsibilities, ii) the officer was assigned or reassigned to another place of employment
more than fifty miles from the officer's current place of employment, iii) a liquidation, dissolution, consolidation or
merger of TEP occurred, or iv) a reduction in the officer's target compensation occurred, prior to March 29, 2009 (or
within five years of any subsequent Change in Control), the officer is entitled to severance benefits in the form of:
(a) a lump sum payment equal to the present value of three times the sum of annual salary and prorated target bonus
("cash severance"), (b) the present value of the additional amount (including any amount under the Excess Benefit
Plan) the officer would have received under the Retirement Plan if the officer had continued to be employed for the
five-year period after a Change in Control occurs, plus (c) the present value of any officer award under the 2006
Omnibus Plan or any successor plan, which is outstanding at the time of the officer's termination (whether vested or
not), prorated based on lengdi of service. Such officer is also entitled to continue to participate in TEP's health,
death and disability benefit plans for five years after the termination. The Agreements further provide that TEP will
make a payment to the officer to offset any golden parachute excise taxes that may be imposed in accordance with
Code sections 280G and 4999. Any payments made in respect of such excise taxes are not deductible by us. Cash
severance would also be paid under the Agreements if an officer dies or becomes disabled prior to March 29, 2009
(or within five years of any subsequent Change in Control).

Beginning in 2006, all long-term incentive awards contain a "double trigger" vesting provision, which provides for
accelerated vesting only if outstanding awards are not assumed by an acquirer or the Named Executive is terminated
without cause within 24 months of a Change in Control. The double trigger, which is viewed as a corporate
governance "best practice", ensures that the Named Executives do not receive accelerated benefits unless they are
adversely affected by the Change in Control.

Other than the Agreements described above, we have not entered into any other severance agreements or
employment agreements with any Named Executives.

The following table and summary set forth potential payments payable to our Named Executives upon termination of
employment or a Change in Control. The table below reflects amounts payable to our Named Executives assuming
their employment was terminated on December 31, 2008:
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Name If Retirement or
Voluntary Termination

Occurs (1)
If "Change In Control"

Termination Occurs ($) (2)
If Death or Disability

Occurs (S) (3)

James S. Pignatelli 0 262,255
Kevin P. Larson 3,426,554 114,130
Michael J. DeConcini 3,169,832 115,943

anRaymond S. He 0 114,130

Karen G. Kissinger 2,591,663 89,930

Named
Executive

Cash

($)

Prorated
Bonus

($)

Stock
Options

($)

Performance
Shares

($)

Medical
Benefits

(5)

Retirement
Benefits

($)

Tax
Gross-up

($)
Total

($)

Kevin P. Larson 1 ,422,000 158,000 114,130 290,958 73,906 462,888 904,673 3,426,554

Michael J.
DeConcini

1 ,444,500 160,500 115,943 293,600 82,756 213,264 859,269 3,169,832

Karen Kissinger 1,045,800 99,600 89,930 229,595 82,567 402,732 641,438 2,591,663
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(1) In the event of retirement or voluntary termination, each of the Named Executives would be entitled to
receive vested and accrued benefits payable from the Retirement Plan and the Excess Benefit Plan, but no form or
amount of any such payment would be increased or otherwise enhanced nor would vesting be accelerated with
respect to such plans. In addition, no accelerated vesting of options or performance shares would occur. Retirement
Plan and Excess Benefit Plan information for the Named Executives is set forth in the "Pension Benefits Table"
above. Mr. Heyman is not vested in the retirement plans as of December 3 l , 2008.

(2) In December 2006, James S. Pignatelli waived all rights under his Agreement and terminated the Agreement
to which he and TEP had been party. Mr. Heyman does not have an Agreement. The breakout of the above
referenced elements for the three Named Executives is as follows:

(3) Amounts in this column reflect the value of all unvested options that would accelerate upon the death or
disability of the Named Executives. There is no acceleration of performance shares. In addition, in the event of
death, the Named Executive's survivor would be entitled to receive a death benefit in the form of a lump sum or
survivor annuity which is liunded from the Retirement Plan and Excess Benefit Plan. The amount payable to the
survivor would be less than the amount that would otherwise have been payable to the Named Executive had the
Named Executive survived and received retirement benefits under the Retirement Plan and Excess Benefit Plan.
There would be no enhancements as to form, amount or vesting of such benefits in the event of a Named Executive's
death.
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DIRECTOR COMPENSATION

For 2008, our non-employee directors received the following compensation:

1. Annual cash retainer of $40,000, paid in monthly installments.

2. Additional annual cash retainer of $20,000 for the Lead Director, $10,000 for the Audit Chair,
$7,500 for each of the Compensation and Corporate Governance Chairs, and $5,000 for all other
committee chairs, all of which are paid in quarterly installments.

3. Board and committee meeting fees of $1,000 per meeting.

4. Annual award of $45,000 in restricted stock units:

Directors sewing on the date of the Annual Shareholders' meeting receive a grant on the date
of that meeting. Any person who first becomes a director after the Annual Shareholders'
meeting receives a grant on a date approved by the Compensation Committee. All restricted
stock unit grants to directors vest at the earlier of the next annual meeting following grant date
or the first anniversary of grant.

The actual number of restricted stock units granted is calculated by dividing $45,000 by the
closing price of our common stock on the date of grant.

Vested stock units must be deferred and distributed in January of the year following the year
during which a director ceases to serve as a member of our Board. Deferred stock units accrue
dividend equivalents during the deferral period. Deferred stock units will be distributed in
shares of Company stock.

Mr. Pignatelli, our CEO during 2008, did not receive any additional compensation for serving as a director.
Directors may elect to defer cash fees and retainers under the DCP, which is described on page 23 .

In 2007, we adopted formal stock ownership guidelines for our non-employee directors. Non-employee directors
are expected to accumulate Company shares with a value equal to 500% of the annual equity grant. Shares owned
outright, including shares held in street name accounts, jointly with spouse, or in trust for the non-employee
director's benefit, and deferred stock units count towards meeting the guideline.

The following table summarizes the compensation earned by non-employee directors of the Company for the year
ended December 31 , 2008.
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Name (1)

Fees Earned or

Paid in Cash

($)(2)

Stock
Awards

($) (3X4)(5)

All Other
Compensation

($)(6)

Total

($)

Lawrence J. Aldrich 73,000 46,875 5,014 124,889

Barbara M. Baumann 83,000 46,875 3,982 133,857

Larry W. Bickle 73,333 46,875 10,621 130,829

Elizabeth T. Bibby 72,000 46,875 7,009 125,884

Harold W. Bur1ingame(8) 97,500 46,875 10,339 154,714

John L. Carter(8) 120,000 46,875 4,826 171,701

Robert A. E1liott(8) 97,500 46,875 3,637 148,012

Daniel W. L. Fessler(8) 87,000 125,250 5,894 218,144

Louise L. Francesconi(7) 31,666 16,875 611 49,152

Kenneth Handy 75,000 46,875 5,429 127,304

Warren Y. Jobe(8) 94,000 46,875 9,303 150,178

Ramiro G. Peru 73,000 69,375 59] 142,966

Gregory A. Pivirotto 71,000 69,375 316 140,691

JoaquinRuiz 73,666 46,875 3,424 123,965
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(1) Mr. Pignatelli is not included in this table, as he is an employee of the Company and thus receives no
compensation for his service as a director. The compensation received by Mr. Pignatelli as an employee of the
Company is shown in the "Summary Compensation Table."

(2) Lawrence J. Aldrich, Barbara M. Baumann, Harold W. Burlingame, Kenneth Handy and Joaquin Ruiz,
deferred 100% of fees earned in 2008 into the DCP.

(3) Each non-employee director received an annual restricted stock unit award valued at $45,000 in 2008.
Values reflected in the table are consistent with FAS 123R grant date fair value and include amortization of a
portion of a May 2007, June 2007, February 2008, May 2008 and August 2008 awards. This amount disregards
estimates of forfeitures related to service based vesting conditions. Each of die directors in office on May 2, 2008
was awarded 1,419.1 restricted stock units at a fair market value share price of $31.71. On February ll, 2008,
Mr. Pem and Mr. Pivirotto were each awarded 1,565.2 restricted stock units at a fair market value share price of
$28.75. On August 14, 2008, Mrs. Francesconi was awarded 1,399.7 restricted stock units at a fair market value
of $32.15. After a one year vesting period the restricted stock units convert to deferred stock units and are
payable in January that follows the calendar year in which the director ceases to be a Board member. The award
price for the annual director equity award was the closing price on the date of grant.
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The values reflected in this column for Mr. Fessler also reflect the 2008 expense attributable to the restricted stock
units granted in May of 2007. In May 2007, the Compensation Committee approved a grant of 4,902.5 restricted
stock units to Mr. Fessler. Mr. Fessler served as a director on the Board from 1998 to 2003. In 2005, Mr. Fessler
rejoined the Board as a director. Upon Mr, Fessler's initial retirement from the Board in 2003, Mr. Fessler had
7,201 vested stock options outstanding under the 1994 Outside Directors Stock Option Plan. At the time of his
retirement, UniSource Energy mistakenly informed Mr. Fessler that the options would expire at the end of their
original terms. However, under the terms of the plan, the options expired six months alter his retirement. In
reliance on the mistaken information, Mr. Fessler failed to exercise the options prior to their expiration. The grant
in May 2007 was in an amount intended to restore Mr. Fessler to the position he would have been in had he
exercised the options at the end of the six month period after his retirement and held the stock received upon such
exercise through the date of the May 2007 award.

(4) As of December 31, 2008 the unvested stock units held by directors were as follows: Mr. Aldrich held
1,419 stock units, Mrs. Baumann held 1,419 stock units, Mr. Bickle held 1,419 stock units, Mrs. Bilby held 1,419
stock units, Mr. Burlingame held 1,419 stock units, Mr. Carter held 1,419 stock units, Mr. Elliott held 1,419 stock
units, Mr. Fessler held 1,419 stock units, Mr. Handy held 1,419 stock units, Mr. Jobs held 1,419 stock units, Mr.
Ruiz held 1,419 stock units, Mr. Pivirotto held 1,419 stock units, Mr. Pem held 1,419 stock units, and Ms.
Francesconi held 1,400 stock units.

(5) As of December 31, 2008 all stock options are vested and are reported in the Security Ownership of
Management table on pages 6-7.

(6) Amounts represent the value of dividend equivalents associated with restricted stock units and stock option
awards held by the directors, expensed in accordance with FAS 123R. The amounts also include reimbursement
to the applicable directors for travel expenses incurred by their respective spouses in attending the annual meeting
dinner, the board retreat and/or the holiday dinner and a tax gross-up with respect to the reimbursement.

(7) Ms. Francesconi was appointed to the Board, effective August 14, 2008, which is reflected in her
compensation for 2008.

(8) The directors noted were members of the Corporate Development Committee during 2008, which is
discussed under the "Board Committees" section below. These directors received compensation for attending
meetings of the Corporate Development Committee consistent with the compensation parameters set forth under
"Director Compensation" on page 37. The compensation for each of the noted directors is greater than the
compensation shown for the other directors due to the number of meetings held by the Corporate Development
Committee in 2008.

EQUITY COMPENSATION PLAN INFORMATION

Equity Compensation Plans

Our only equity-based compensation plan that has not been approved by shareholders is the DCP. Shareholder
approval of the DCP has not been required because the provisions of the DCP permit the Company to payout
deferred shares accumulated under the DCP in the form of cash or stock. Under the terms of the plan, distribution
of deferred shares will be made in cash, unless the participant elects to receive the deferred shares in Company
stock. Under the DCP, certain eligible officers and other employees selected for participation, and non-employee
members of the Board, may elect to defer a percentage of the compensation or fees that would otherwise become
payable to the individual for his services to us. We also credit DCP accounts of employees participating in our
401(k) Plan with the additional amount of UniSource Energy matching contributions that the participant would
have been entitled to under the 401(k) Plan if certain Code limits did not apply to limit the amount of UniSource
Energy matching contributions made under the 401(k) Plan. Each participant in the DCP may elect that his
deferrals be credited in the form of deferred shares instead of cash. Deferred shares accrue dividend equivalents,
credited in the form of additional deferred shares, as dividends are paid by UniSource Energy on its issued and
outstanding common stock. Each participant elects the time and marlrler of payment (lump sum or installments) of
his deferred shares under the DCP.
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Plan Catezo 0 .

Number of Shares of
UniSource Energy
Common Stock to

be Issued Upon
Exercise of
Outstanding

sons and Rights

Weighted~Average
Exercise Price of

Outstanding Options

Number of Shares of
UniSource Energy

Common Stock
Remaining Available
for Future Issuance

Under Equity
Compensation Plans
(Excluding Shares

Reflected in the First
Column)

Equity Compensation
Plans Approved by
Shareholders (1)

2,012,120 (2) $22.49583 (3) 1,392,860 (1)

Equity Compensation
Plans Not Approved by
Shareholders

84,190 (4) (5)

Total 2,096,310
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Equity Compensation

The following table sets forth information as of December 31, 2008, with respect to UniSource Energy's equity
compensation plans.

(1) The equity compensation plans that have been approved by shareholders are the UniSource Energy
Corporation 1994 Omnibus Stock and Incentive Plan ("l994 Stock and Incentive Plan"), the UniSource Energy
Corporation 1994 Outside Director Stock Option Plan (the "l994 Directors Plan") and the 2006 Omnibus Plan.
Awards were made under the 1994 Stock and Incentive Plan and the 1994 Directors Plan until February 2004 at
which time no further awards could be made under those plans. In May 2006, the 2006 Omnibus Plan was
approved by shareholders and includes awards in the form of options, restricted stock, stock units and dividend
equivalents. While the 1994 plans expired in February 2004 and no further awards could be made under those plans
after that date, the 1994 plans remain in effect with respect to previous awards until all awards have expired or
terminated or shall have been exercised or fully vested, and any stock thereto shall have been purchased or
acquired. No shares that were available to be issued under the 1994 Directors Plan at the time of its termination are
available for awards under the 2006 Omnibus Plan with respect to awards that are forfeited, terminated, canceled or
expired.

(2) Includes options outstanding as to 1,634,627 shares, stock units, dividend equivalent stock units and
restricted stock units (payable in an equivalent number of shares) outstanding as to 377,493 shares.

(3)

(4) Deferred shares credited under the DCP.

Calculated based on the outstanding options and exclusive of outstanding stock units.

(5) There is no explicit  share limit under the DCP. The number of shares to be delivered with respect to the
DCP in the future depends on the levels of fees and compensation that participants elect to defer under the DCP.
Any UniSource Energy shares used to satisfy our corr non stock obligations under the DCP will be shares that have
been purchased on the open market.

40



Attachment RCS-5
Page 125 of 187

Docket No. G-04204A-08-0571

CORPORATE GOVERNANCE

Board Meetings

In 2008, the Board held a total of eight regular and special meetings. Each director attended at least 95% of the
aggregate total number of Board meetings and meetings of committees of which they are a member. Additionally,
the non-management Directors met at regularly scheduled executive sessions without management present. Mr.
Carter, a non-management director, presided over and was the Lead Director at these executive sessions.

The Company does not have a formal policy with respect to attendance of Board members at annual meetings of
shareholders, but encourages such attendance. All of the Board members holding office at the time attended the
2008 Annual Meeting.

Board Communication

Shareholders or other interested parties wishing to communicate with the Board, the non-management directors or
any individual director may contact the Lead Director by mail, addressed to UniSource Energy Lead Director, c/o
Corporate Secretary, UniSource Energy Corporation, One South Church Avenue, Suite 1820, Tucson, Arizona
85701. The communications will be kept confidential and forwarded to the Lead Director. Communications received
by the Lead Director will be forwarded to the appropriate director(s) or to an individual non-management director.

Shareholders or other interested parties wishing to communicate with the Board regarding non-financial matters may
contact the Chairperson of the Corporate Governance and Nominating Committee either by mail, addressed to
Chairperson, Corporate Governance and Nominating Committee, UniSource Energy Corporation, P.O. Box 31771,
Tucson, Arizona 85751-1771, or by e-mail at unscorpgov@earthlink.net. Shareholders or other interested parties
wishing to communicate with the Board regarding financial matters may contact the Chairperson of the Audit
Committee either by mail, addressed to Chairperson, Audit Committee, UniSource Energy Corporation, P.O. Box
46093, Denver, Colorado 80201, or by e-mail at unscorpaudit@earthlink.net.

Items that are unrelated to a director's duties and responsibilities as a Board member may be excluded from
consideration, including, without l imitat ion, sol ici tat ions and advert isements, junk mail ,  product-related
communications, job referral materials such as resumes, surveys and material that is determined to be illegal or
otherwise inappropriate.

DIRECTOR INDEPENDENCE CRITERIA

The Board has adopted Director Independence Standards to comply with NYSE rules for determining independence,
among other things, in order to determine eligibility to serve on the Audit Committee, the Compensation Committee
and the Corporate Governance and Nominating Committee. The Director Independence Standards, amended as of
February 9, 2007, are available on our website at www.UNS.com and are available in print to any shareholder who
requests it.

No director may be deemed independent unless the Board affirmatively determines, alter due deliberation, that the
director has no material relationship with the Company either directly or as a partner, shareholder or officer of an
organization that has a relationship with the Company. In each case, the Board broadly considers all the relevant
facts and circumstances Boy the standpoint of the director as well as from that of persons or organizations with
which the director has an affiliation and applies these standards.

Annually, the Board determines whether each director meets the criteria of independence. Based upon the foregoing
criteria, the Board has deemed each director to be independent, with the exception of Mr. Pignatelli (who retired
effective as of January 1, 2009), Ms. Bilby and Mr. Bonavia (who became the new Chief Executive Officer effective
January 1, 2009). For each other director who is deemed independent, there were no other significant transactions,
relationships or arrangements that were considered by the Board in determining that die director is independent. See
"Transactions with Related Persons" on page 45 .
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Board Committees

Corporate Governance and Nominating Committee

The Corporate Governance and Nominating Coimnittees operates under the provisions of a committee charter. The
Corporate Governance and Nominating Committee reviews and recommends corporate governance principles,
interviews potential directors and nominates and recommends to the shareholders and directors, as the case may be,
qualified persons to serve as directors. The Corporate Governance and Nominating Committee also reviews and
recommends membership for all the committees to the Board and reviews applicable rules and regulations relating to
the duties and responsibilities of the Board. Our Corporate Governance and Nominating Committee held three
meetings in 2008 and was in compliance with its written charter.

The Corporate Governance and Nominating Committee identifies and considers candidates supplied by shareholders
and Board members. The Corporate Secretary, as directed by the Corporate Governance and Nominating
Committee, prepares portfolios for candidates that include confirmation of the candidate's interest, independence,
biographical information, review of business background and experience and reference checks. The Corporate
Governance and Nominating Committee then evaluates candidates using, in large part, the criteria set forth in the
next paragraph and any other criteria the Corporate Governance and Nominating Committee deems appropriate, and
conducts a personal interview with each candidate. Upon completion of this process, formal invitations are extended
to accept election to the Board.

The Corporate Governance and Nominating Committee has not adopted specific minimum qualifications with
respect to a committee-recommended Board nominee, but desirable qualifications are set forth in the Corporate
Governance Guidelines and include prior community, professional or business experience that demonstrates
leadership capabilities, the ability to review and analyze complex business issues, the ability to effectively represent
the interests of our shareholders while keeping in perspective the interests of our customers, the ability to devote the
time and interest required to attend and fully prepare for all regular and special Board meetings, the ability to
communicate and work effectively with the other Board members and personnel and the ability to fully adhere to
any applicable laws, rules or regulations relating to the performance of a director's duties and responsibilities.

W hi le no formal  pol icy exists,  the Corporate Governance and Nominat ing Coimni t tee does consider
recommendations for Board nominees received from our shareholders. The deadline for consideration of
recommendations for next year's annual meeting of the shareholders is November 21, 2009. Recommendations
must be in writing and include detailed biographical material indicating the candidate's qualifications and a
written statement from the candidate of his willingness and availability to serve. Recommendations should be
directed to the Corporate Secretary, UniSource Energy Corporation, One South Church Avenue, Suite 1820, Tucson,
Arizona 85701. The Board will consider nominees on a case-by-case basis and does not believe a formal policy is
warranted at this time due to a manageable volume of nominations.

Each member of our Audit Committee, Compensation Committee and Corporate Governance and Nominating
Committee is independent based upon independence criteria established by our Board, which criteria are in
compliance with applicable NYSE listing standards.

Compensation Committee

The Compensation Committee operates under the provisions of a committee charter, which was amended most
recently in November 2007. The Compensation Committee Charter can be revised by action taken by the
Compensation Committee. Under the terms of its charter, the Compensation Committee is required to consist of not
fewer than three members of the Board who meet the independence requirements of the NYSE. In 2008, the
Compensation Committee had six members who met those independence requirements.

In 2008, the Compensation Committee held five formal meetings, most of which were followed by an executive
session in which management did not participate. The Compensation Committee Chair sets the agenda for each
meeting, and in advance of each meeting reviews the agenda with management. The annual schedule of meetings is
approved by the Board during the fourth quarter for the following year. In connection with Compensation Committee
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meetings, each Compensation Committee member receives a briefing book prior to each meeting that details each
topic to be considered. The Compensation Committee Chair reports to the Board on Compensation Committee
decisions and key actions following each meeting. The Compensation Cormnittee members also complete a written
assessment of the Compensation Committee's performance, with the last such assessment completed in September
2008.

The Board has delegated authority to the Compensation Committee to set CEO compensation levels, and to review
and approve compensation for all of the Company's executives, including any equity compensation awarded under
the 2006 Omnibus Plan. Under the terms of its charter, the Compensation Committee may delegate certain actions to
management of the Company in connection with executive compensation, Day-to-day administration of director and
executive compensation matters has been delegated to certain Company management personnel, with oversight
provided by the Compensation Committee.

Compensation Consultant

The Compensation Committee has retained the services of Frederic W. Cook and Co., Inc. ("Cook"), a nationally
recognized compensation consulting firm that serves as an independent advisor in matters related to executive
compensation and non-employee director compensation. Representatives from Cook are available to Compensation
Committee members on an ongoing basis and attend Compensation Committee meetings, as requested, either in
person or telephonically. The Compensation Committee has sole discretion over the terms and conditions of the
retention of consultants it retains. Cook maintains no other economic relations with the Company and does not
provide any services to the Company other than those provided directly to the Compensation Committee.

The Compensation Committee Chair customarily provides assignments to Cook. In i ts role as execut ive
compensation consultant to the Compensation Committee, Cook assists with peer group selection, the benchmarking
of individual compensation levels, and the design of incentive plans and other compensation arrangements in which
Company management participates. In furnishing this assistance, Cook provides competitive data and technical
considerations, and recommends changes to the pay program and pay levels for consideration by the Compensation
Committee.

Role of Exeeutives in Establishing Compensation

Certain executives, including the CEO, the CFO and the General Counsel to the Company, routinely attend regular
sessions of Compensation Committee meetings. The CEO makes recommendations to the Compensation Committee
with respect to changes in compensation for senior executive positions (other than the CEO) and layouts under the
annual incentive plan. The CEO also makes suggestions to the Compensation Committee regarding the design of
incentive plans and other programs in which senior management participates.

The CFO provides information regarding short-term and long-term compensation targets, as well as updates on the
progress of short- and long-term objectives. Additional Company personnel with expertise in and responsibility for
compensation and benefits provide information regarding executive and director compensation, including cash
compensation, equity awards, pensions, deferred compensation and other related information.

Audit Committee

The Audit Committee operates under the provisions of a committee charter. The Audit Committee reviews current
and projected financial results of operations, selects a firm of independent registered public accountants to audit our
financial statements annually, reviews and discusses the scope of such audit, receives and reviews the audit reports
and recommendations, transmits its recommendations to the Board, reviews our accounting and internal control
procedures with our internal audit department from time to time, makes recommendations to the Board for any
changes deemed necessary in such procedures and performs such other functions as delegated by the Board. Our
Audit Coxmnittee held six meetings in 2008 and was in compliance with its written charter, as amended in December
2007.
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Upon the recommendation of the Audit Committee, our Board adopted a Code of Ethics for our directors, officers
and employees.

Finance Committee

The Finance Committee reviews and recommends to the Board long-range financial policies, objectives and actions
required to achieve those objectives. Specifically, the Finance Committee reviews capital and operating budgets,
current and projected financial results of operations, short-term and long-range financing plans, dividend policy, risk
management activities and major commercial banking, investment banking, financial consulting and other financial
relations of UniSource Energy. Our Finance Committee held six meetings in 2008 and was in compliance with its
written charter.

Environmental, Safety and Security ("ESS") Committee

The ESS Committee reviews the Company's structure and operations to assess whether significant operating risks in
the areas of environmental, safety and security have been identified and appropriate mitigation plans have been
implemented. The ESS Committee also reviews the processes in place which are designed to ensure compliance with
all environmental, safety and security related legal and regulatory requirements, as well as reviews with management
the impact of proposed or enacted laws or regulations related to environmental, safety and security issues. Our ESS
Committee held three meetings in 2008 and was in compliance with its written charter.

Corporate Development Committee

The Corporate Development Committee was created in 2008 for the purpose of working on executive development
and selecting a successor Chief Executive Officer for the Company. The Corporate Development Committee held 15
meetings in 2008. The Corporate Development Committee did not operate under the provisions of a charter and
terminated at the end of 2008 following the hiring of the new Chief Executive Officer for the Company.

Compensation Committee Interlocks and Insider Participation

All members of the Compensation Committee during fiscal year 2008 were independent directors, and no member
was an employee or former employee. No Compensation Committee member had any relationship requiring
disclosure under "Transactions with Related Persons" on page 45. During fiscal year 2008, none of our executive
officers served on the compensation committee (or its equivalent) or board of directors of another entity whose
executive ofticer(s) served on our Compensation Committee, any other Board committee, or the Board of Directors
as a whole.

Copies of Charters, Guidelines and Code of Ethics

A copy of the current Audit, Compensation, Finance and Corporate Governance and Nominating Committee
Charters, as well as our Corporate Governance Guidelines and Code of Ethics, together with any amendments, are
available on our Web site at www.UNS.com or may be obtained by shareholders, without charge, upon written
request to Library and Resource Center, UniSource Energy Corporation, 3950 East Irvington Road, Mail Stop
RCI14, Tucson, Arizona 85714.
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TRANSAC TIONS WITH RELATED PERSONS

Related Person Transactions Policy

In February 2007, the Board adopted a written policy on the review of related person transactions (which is available
on our website at www.UNS.com) that specifies that certain transactions involving directors, nominees, executive
officers, significant shareholders and certain other related persons in which the Company is or will be a participant
and are of the type required to be reported as a related person transaction under Item 404 of Regulation S-K shall be
reviewed by the Audit Committee for the purpose of determining whether such transactions are in the best interest of
the Company. The policy also establishes a requirement for directors, nominees and executive officers to report
transactions involving a related party that exceeds $120,000 in value. We are not aware of any transactions entered
into since adoption of the policy that did not follow the procedures outlined in the policy.

On January 29, 2008, the son of one of our directors, Ms. Bilby, was appointed as Chief Financial Officer of Global
Solar Energy ("GSE"). GSE had been one of our subsidiaries prior to our sale of GSE in 2006. In connection with
the sale of GSE, GSE entered into a lease with our subsidiary Millennium Energy Holdings ("MEH") for the building
comprising GSE's manufacturing facility. The lease terminated in September of 2008. The aggregate amount of
lease payments made by GSE to MEH in 2008 was $280,000. Ms. Bibby's son had no monetary interest in the lease
transaction.
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AUDIT COMMITTEE REPORT

The Committee

The Audit Cornrnittee is made up of five financially literate directors who are independent based upon independence
criteria established by our Board, which criteria are in compliance with applicable NYSE listing standards. Our Board
has determined that while each member of the Audit Cormnittee has accounting and/or related financial management
expertise, Ms. Baumann is the Audit Committee financial expert for the purposes of Item 407(d)(5) of SEC
Regulation S-K. In addition to Ms. Baumann, there are three other financial experts on the Audit Committee. Each
financial expert is independent as that term is used in Item 7(d)(3)(iv) of Schedule leA under the Securities Exchange
Act of 1934, as amended. The Board previously adopted a written charter for the Audit Committee. The Audit
Committee has complied with its charter, including the requirement to meet periodically with our Independent
Registered Public Accounting Firm, internal audit department and management to discuss the auditor's findings and
other financial and accounting matters.

In connection with our December 31 , 2008 financial statements, the Audit Committee has: (i) reviewed and discussed
the audited financial statements with management, (ii) discussed with PricewaterhouseCoopers, LLP, our
Independent Registered Public Accounting Firm, the matters required to be discussed by Statement on Auditing
Standards No. 61, as amended (AIPCA, Professional Standards, Vol. l AU Sec. 380), as adopted by the Public
Company Accounting Oversight Board in Rule 3200T, (iii) received from PricewaterhouseCoopers, LLP, the written
disclosures and the letter required by applicable requirements of the Public Accounting Oversights Board regarding
the Independent Registered Public Accounting Firm's communications with the Audit Committee concerning
independence, and (iv) discussed with PricewaterhouseCoopers, LLP its independence.

Based on the review and discussions referred to in items (i) through (iv) of the above paragraph, the Audit Committee
recommended to the Board that the audited financial statements for 2008 be included in the annual report on Form
10-K for filing with the SEC.

Pre-Approved Policies and Procedures

Rules adopted by the SEC in order to implement requirements of the Sarbanes-Oxley Act of 2002 require public
company audit committees to pre-approve audit and non-audit services. Our Audit Committee has adopted a policy
pursuant to which audit, audit-related, tax and other services are pre-approved by category of service. Recognizing
that situations may arise where it is in our best interest for the auditor to perform services in addition to the annual
audit of our financial statements, the policy sets forth guidelines and procedures with respect to approval of the four
categories of service designed to achieve the continued independence of the auditor when it is retained to perform
such services for us. The policy requires the Audit Committee to be informed of each service and does not include
àny delegation of the Audit Committee's responsibilities to management. The Audit Committee may delegate to the
Chairman of the Audit Committee the authority to grant pre-approvals of audit and non-audit services requiring Audit
Committee approval where the Audit Committee Chairman believes it is desirable to pre-approve such services prior
to the next regularly scheduled Audit Committee meeting. The decisions of the Audit Committee Chairman to pre-
approve any such services from one regularly scheduled Audit Committee meeting to the next shall be reported to the
Audit Committee.

Fees

The following table details fees paid to PricewaterhouseCoopers, LLP for professional services during 2007 and
2008. The Audit Committee has considered whether the provision of services to us by PricewaterhouseCoopers, LLP,
beyond those rendered in connection with their audit and review of our financial statements, is compatible with
maintaining their independence as auditor.
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Audit Fees

Audit-Related Fees

Tax Fees

All Other Fees

Total

2008
$ 1,692,707

$ 50,000

$ 0

$ 4.500

$ 1,747,207

2007

51,627,888

$ 47,500

s 0

$ 3,690

$1,679,078

Audit fees include fees for the audit of our consolidated financial statements included in our annual report on Fonn

l0-K and review of financial statements included in our Quarterly Reports on Form 10-Q. Audit fees also include

services provided by PricewaterhouseCoopers, LLP in connection with the audit of the effectiveness of internal

control over financial reporting and on management's assessment of the effectiveness of internal control over

financial reporting, comfort letters, consents and other services related to SEC matters and financing transactions,

statutory and regulatory audits, and accounting consultations to the extent necessary for PricewaterhouseCoopers,

LLP to fulfill their responsibilities under generally accepted auditing standards.

Audit-related fees during 2008 and 2007 principally include fees for employee benefit plan audits.

No tax fees, which in the past have included fees for tax compliance, tax advice and tax planning, were incurred
during 2007 or 2008.

A11 other fees consist of fees for all other services other than those reported above and, in 2007 and 2008, principally

include subscription fees for research tools and attendance at training courses.

A11 services  performed by Pr icewaterhouseCoopers ,  LLP are approved in advance by the Audi t  Commit tee in
accordance with the Audit  Comlnit tee's pre-approval  policy for services provided by the Independent  Registered
Public Accounting Firm.

Respectfully submitted,

THE AUDIT COMMITTEE

Barbara M. Baumann, Chair
John L. Carter
Daniel W. L. Fessler
Warren Y. Jobe
Gregory A. Pivirotto
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SUBMISSION OF SHAREHOLDER PROPOSALS

General

Rule 14a-4 of the SEC's proxy rules allows us to use discretionary voting authority to vote on a matter coming
before an annual meeting of our shareholders, which was not included in our Proxy Statement (if we do not have
notice of the matter at least 45 days before the date on which we first mailed our proxy materials for the prior year's
annual meeting of the shareholders). In addition, we may also use discretionary voting authority if we receive timely
notice of such matter (as described in the preceding sentence) and if, in the Proxy Statement, we describe the nature
of such matter and how we intend to exercise our discretion to vote on it. Accordingly, for our 2010 annual meeting
of shareholders, any such notice must be submitted to the Corporate Secretary of UniSource Energy, One South
Church Avenue, Suite 1820, Tucson, Arizona, 85701, on or before February 10, 2010.

We must receive your shareholder proposals by November 21, 2009.

This requirement is separate and apart from the SEC's requirements that a shareholder must meet in order to have a
shareholder proposal included in our Proxy Statement. Shareholder proposals intended to be presented at our 2010
annual meeting of the shareholders=must be received by us no later than November 21, 2009=in order to be eligible
for inclusion in our Proxy Statement and the form of proxy relating to that meeting. Direct any proposals, as well as
related questions, to the undersigned.

DELIVERY OF PROXY MATERIALS TO HOUSEHOLDS

If you and one or more shareholders of Company stock share the same address, it is possible that only one Notice of
Internet Availability of Proxy Materials was delivered to your address. This is known as "householding." Any
registered shareholder who wishes to receive separate copies of the Notice of Internet Availability of Proxy
Materials at the same address now or in the future may call or write the Company's Stock Transfer Agent,
BNY/Mellon, toll free at 1-866~537-8709/0r BNY Shareowner Services, 480 Washington Blvd - 29"' Floor, Jersey
City, NJ, 07310. Separate copies of the Notice of Internet Availability of Proxy Materials will be promptly delivered
upon receipt of such request.

Shareholders who own Company stock through a broker and who wish to receive separate copies of the Notice of
Internet Availability of Proxy Materials should contact their broker.

Any registered shareholder who wishes to receive a single copy of the Notice of Internet Availability of Proxy
Materials at the same address now or in the future may call die Company's Stock Transfer Agent, BNY/Mellon, toll
free at 1-866-537-8709.
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OTHER BUSINESS

The Board knows of no other matters for consideration at the Meeting. If any odder business should properly arise,
the persons appointed in the enclosed proxy have discretionary audiority to vote in accordance with their best
judgment.

Copies of our annual report on Form 10-K may be obtained by shareholders, without charge, upon written
request to the Library and Resource Center, UniSource Energy Corporation, 3950 East Irvington Road, Mail
Stop RC114, Tucson, Arizona 85714. You may also obtain our SEC fi l ings through the Internet at
www.sec.eov or www.UNS.com.

By order of the Board of Directors,

Linda H. Kennedy
Corporate Secretary

PLEASE VOTE - YOUR VOTE IS IMPORTANT

49



Attachment RCS-5
Page 134 of 187

Docket No. G-04204A-08-0571

UNS GAS, INC.'S RESPONSE TO
RUCO'S FIRST SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
May 7,2009

RUCO 1.94 Identify the amount of fleet fuel expense in the test year and for each of
the calendar years 2006, 2007 and 2008. Identify the current cost of fleet
fuel as well as the cost of fleet fuel used to calculate fleet expense in the
test year.

RESPONSE: Please see the Excel tiles RUCO 1.94 Test Year, RUCO 1.94 2006, RUCO 1.94
2007 and RUCO 1.94 2008 on the enclosed CD for the amount of fleet fuel
expense for the test year, 2006, 2007 and 2008, respectively, The current cost of
fleet fuel as of 5-6-09 isan average of $2.09/gallon.

The Excel Files arenot identified by Bates numbers.

RESPONDENT:

WITNESS :

Julie Gomez

Dallas Dukes

SUPPLEMENTAL
RESPONSE:

9

The "Miles" column in the Excel file RUCO 1.94 2006 was left blank
when submitted to RUCO, without explanation. The reason this column is
blank is that in 2006 the UNS Gas vehicles had not been fully loaded into
the Tucson Electric Power Fleet Management system. UNS Gas is unable
to give an accurate mileage account for 2006. The miles traveled in 2007
should be close to what was traveled in 2006.

Gary KellyRESPONDENT:

WITNESS : Dallas Dukes
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UNS GAS, INC.

CALENDAR YEAR 2006

Source: J. Gomez

Month Amount $/Gal Gallons Miles

Jan-06
Feb-06
Mar-06
Apr-06
May-06
Jun-06
Jul-06
Aug-06
Sep-06
Oct-06
Nov-06
Dec-06

$51 ,607.67
$41 ,820.39
$48,541.12
$52,119.78
$59,700.07
$55,163.42
$56,249.17
$58,787.62
$50,196.41
$42,975.81
$50,686.13
$31,243.89

$2.51
$2.51
$2.59
$2.94
$3.13
$3.02
$3.01
$2.98
$2.67
$2.45
$3.05
$2.50

20,562
16,694
18,731
17,743
19,073
18,290

18,709
19,698
18,828
17,542
16,567
12,498

Totals $2.78 214,935 0

6/3/2009 3:57 PM
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UNS GAS, INC.

CALENDAR YEAR 2007

Source: J. Gomez

Month Amount $/Gal Gallons Miles

Jan-07
Feb-07
Mar-07
Apr-07
May-07
Jun-07
Jul-07
Aug-07
Sep-07
Oct-07
Nov-07
Dec-07

$45,492.84
$41 ,837.05
$53,673.60
$53,321 .43
$58,540.21
$56,211 .24
$60,051 .97
$55,347.52
$49,526.26
$55,776.30
$55,464.72
$50,490.71

$2.42
$2.47
$2.74
$2.99
$3.09
$3.07
$2.99
$2.84
$2.84
$2.99
$3.25
$3.21

18,777
16,937
19,618
17,833
18,946
18,310
20,070
19,460
17,468
18,625
17,086
15,717

287,170
286,775
315,877
332,610
273,648
357,882
310,803
352,954
281,905
299,792
328,348
179,787

Totals $2.91 218,847 3,607,551

6/3/2009 3:58 PM
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Month Amount $/Gal Gallons Miles
Jan-08
Feb-08
Mar-08
Apr-08
May-08
Jun-08
Jul-08

Aug-08
Sep-08
Oct-08
Nov-08
Dec-08

$70, 175.96
$60,357.91
$64,770.37
$70,034.64
$76,492.80
$63,602.51
$80,169.92
$70,220.72
$67,637.02
$59,430.74
$38,344.82
$27,617.38

$3.16
$3.25
$3.56
$3.72
$4.04
$4.33
$4.30
$3.96
$3.77

216,237
220,381
207,156
178,971
200,136
183,716
171416
210901
166329

Totals

$3.24
$2.50
$2.03
$3.49

22,234
18,597
18,173
18,840
18,942
14,687
18,641
17,712
17,924
18,345
15,368
13,611

213,074 2

217413
147355
194943

,314,954
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Gas prices on the rise for summer driving
By Edward Gamely
Tribune

Mesa resident James Lowery fills up at Mobil on Baseline and Staples
loads in Mesa.

Tribune

'he past week's jump in gas prices no doubt has many East Valley motorists fearing another price
escalation is on its way this summer.

However, prices aren't likely to match last summer's record-setting climb, said Michelle Donate, AAA Arizona
spokeswoman. The current statewide average for a gallon of regular unleaded gas is $2.10, an increase of
about 18 cents over the past month. she said.

"However, we are steel! paying $1 .48 less per gallon than we werepaying this time last year," she said.

The price increase can be attributed in part to the transition to the summer fuel blend, which is cleaner
burning and more expensive to produce, Donati said. Also, oil prices have increased from the low $50s
range for a barrel to the high $50s range for a barrel, she said.

"Those increased crude costs have resulted in higher wholesale costs for gasoline, which has had an
adverse effect on retail margins, so all of that trickles down to higher pump prices for consumers," she said .

Last year when prices were reaching $4 a gallon and beyond, crude oil was trading at more than double
what it is now, Donate said.

In the meantime, Arizona continues to have the lowest gas prices in the country, she said.

Nationally, gas prices could hit $2.50 a gallon this summer, said Tom Kloza, publisher and chief oil analyst
at Oil Price information Service.

"| think that the average price in the country will soon flirt with $2.40 a gallon, which is higher than what I
projected through the first four months of this year," he said. "| think that those average prices may even flirt

x

http://license.icopyright.net/user/viewFreeUse.act'?fuid=MzY3 MDg2ng%3D%3D 6/3/2009
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with $2.50 a gallon, but that would be quite frothy. It would shock me if we see prices in any metropolitan
area in the $3.00 a gallon plus range."

Arizona's prices should remain 10 to 15 cents below the national averages, which means "you may see
summer driving season numbers in the $2.10-$2.35 a gallon range," Kloza said.

U.S. demand for fuel remains poor, with at least 2.5 million barrels per day of extra U.S. refining capability
on the shelf, Kloza said. Unemployment has stifled much of the work-related driving, and gasoline imports
promise to displace plenty of U.S.-produced fuel from June through December, he said.

"Ultimately, these factors point toward prices not matching the high numbers witnessed in 2005, 2006, 2007
or in the first 10 months of 2008," he said.

The recent jump in gas prices aren't expected to keep many Arizonans from hitting the road this Memorial
Day, according to AAA Arizona. An estimated 761 ,000 Arizonans are projected to travel 50 or more miles
from home over the first summer holiday weekend, a 2.5 percent decrease from last year.

"We're still anticipating that a really healthy number of holiday travelers will be doing so by way of motor
vehicle, and that's because in most cases auto travel is still the most economical mode of travel," Donati
said.

In the Mesa 85201 zip code, for example, the cost of filling a 15-gallon tank now averages $31 .62. A year
ago, doing so would have cost $54.36.

"That means that for every tank of gas you're filling up right now in that area code, you're paying almost $23
less," Donati said. "Given that prices have come up in the past couple of weeks, since they are still
significantly lower than they were this time last year, we're not anticipating that gas prices alone will have an
adverse effect on motor vehicle travel."

Motorists won't encounter any construction-related road closures this weekend, said Doug Nintzel, Arizona
Department of Transportation spokesman.

"We would expect that State Route 87 as well as interstate 17 will be busy on Friday afternoon and also on
Monday afternoon when folks are returning from trips to the high country," he said. 'We recommend that
drivers be patient, avoid tailgating and expect the unexpected by bringing some extra drinking water and
snacks just in case there's an unscheduled closure."

FREEDOM
\ (g1\U1l(lll01§_l1(

' © 2009 Freedom Communications / Arizona Permission granted for up to 5 copies. Ari rights reserved
You may forward this article or get additional permissions by typing hY.t[3: 1 icel1<:<=. i»i-;pvriql*' .off-~ > . "'";" I iii- 18s,~.1 8 i
into any web browser Freedom Communications / Arizona and East Valley/ Scottsdale Tribune logos are registered trademarks of

Freedom Communications / Arizona The iCopyrlght logo is a registered trademark of iCopyrlght, Inc.

http://Iicense.icopyright.net/user/viewFreeUse.act?fuid=MzY3MDg2Ng%3D%3D

'ET

ea

6/3/2009



AAA Fuel Gauge Report

Data provided by Or! price lnfom'lation Service in cooperation with Wright Express
Media are encouraged to localize fuel price stories by contacting their local AAA club media representative.
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For information on automotive fuel issues. including AAA's
recommendations regarding fuel consenalion, click here.

1

AAA's Daily Fuel Gauge Report is updated daily and is the most comprehensive
retail gasoline survey available. Every day over 100,000 self-sewe stations are surveyed.

at :orient on this website is protected under the copyright law of the United States of America and other countries. Users may not reproduce, distribute, create derivative works,
::=s;: ay notify, archive or otherwise exploit any or of! portions of this website or the content posted on this website. Any commercial use orexpioitation of protected content is
sir ctr, prohibited Any unauthorized use of the content, except as otherwise permitted, may violate copyright and other taws al the United States at America or other countries,
as net as applicable U.S. state laws. Users are granted a limited license to retrieve or print a copy of content on this website for personal. non-commercial use only. The User
ac-mowiedges that it has no claim to ownership of any materials on this website simply by reason oft its use of or access to this website. Neither AAA nor DPIS grants any license
:..» .:°ner authorization to any User for the use of the trade names. trademarks, or service marks of AAA or OPUS except for what Is permitted herein.

'= Copyright. Oil Price Information Slrvlce :: 9 2009 AAA

http://www.fuelgaugereport.com/AZavg.asp 6/3/2009
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UNS GAS, INC.'S RESPONSE TO
STAFF'S FIFTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08-0571
April 16, 2009

TF 6.68 As the Company discovers errors in its filing identify such errors and
provide documentation to support any changes. Please update this
response as additional information becomes available.

RESPONSE : Rate CaseExpensePro Forma Adjustment: this pro forma adjusted test
year rate case expense and was composed of an estimate of rate case
expense in the current docket and an adjustment related to rate case
expense approved in Decision No. 70011 (November 27, 2007). The
original adjustment as identified by Bates Nos. UNSG(0571)02687 to
UNSG(0571)02688 and the associated Excel file not identified by Bates
numbers (both provided in response to Staff Data Request JMK-1 .1)
requires a correction for an additional adjustment to test year expense that
was overlooked. The additional adjustment is to remove test year
amortization of rate case expense for $200,000 of the $300,000 allowed in
Decision No. 70011 for the 2006 rate case that will be recovered prior to
new rates becoming effective, resulting in a reduction of test year expense
of $58,333.

Please see the Excel workbook TF 6.68 (Income
30-08 Corrected) on the enclosed CD.

Rate Case Expense 6-

The Excel file on the CD isnot identified by Bates numbers.

RESPONDENT: Janet Zaideuberg~Schn1m

WITNESS : Dallas Dukes



ADJUSTMENT NAME: Rate Case Expense

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: April 8, 2009

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Briggs

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

928 Regulatory Expense (A) $33,333

928 Regulatory Expense (B) $165,667

407 Amortization of Regulatory Assets - Rate Case Expense $58,333

$200,000 $58,333

Addition to Oriqlnal Pro Forma to car_rect test year expense

C) To remove test year amortization of rate case expense for $200,000 of the $300,000 allowed in ACC Decision No, 7001 1
for the 2006 rate case that will be recovered prior Io new rates becoming effective.
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UNS GAS, INC.

RATE BASE PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2008

CORRECTED PRO FORMA ADJUSTMENT FOR STAFF DATA REQUEST TF 6.68

ENTRY TOTAL

NET ENTRY $141,667

Reason for Adjustment

A) To include rate case expense approved in ACC Decision No. 70011 for the 2006 rate case.

B) To include an estimate of outside expenditures for the rate case expense amortization for $500,000

total expense amortized over 3 years @ $166,667 per year.

Note: Pro forma adjustments related to the write-off 2006 rate case expense not included in the $300,000

allowed in ACC Decision No, 70011 are included in the pro forma adjustment for Miscellaneous Expenses.

6/3/2009 4:51 PM
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UNS Gas, Inc.
Rate Case Expense Per ACC Decision No. 70011

Test Year Ended June 30, 2008

Rate Case Expense allowed per ACC Decision No. 70011 $300,000

Yearly Amortization (starting December 2007) $100,000

Monthly Amortization (starting December 2007) $8,333

Amortization December 2007 - November 2009 (24 months) \ 1 $200,000

Remaining Balance @ November 30, 2009 $100, 000

Amortization for Test Year
Balance @ November 30, 2009 over 3 years $33,333

\1 Assumption: new rates will go into effect 14 months after the rate case is filed in October 2008
(in effect as of December 1, 2009).

6/3/2009 4-.49 PM
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UNS GAS, INC.'S RESPONSE TO

RUCO'S FIRST SET OF DATA REQUESTS
DOCKET no. G-04204A-08-0571

May 7, 2009

RUCO 1.90 Refer to K. Kissenger's testimony, page 8.
a. What is the 2008 statutory assessment ratio?
b. Provide the most current known average property tax rates used.

Identify and provide a copy of the source

RESPONSE: The 2008 statutory assessment ratio is 23%.

The most current average known property tax rate is for the 2008 tax year.
That rate is 7.6127%. The calculation of the rate is shown in the PDF file
RUCO 1.90, Bates Nos. UNSG(0571)09064, on the enclosed CD. The
source of the individual rates for each tax district is the property tax bills
sent by the counties. There are hundreds of these bills so they have not
been included in the supporting attaclnnents. A review of the bills for the
2008 tax year can be arranged at a muhlally agreed upon time and place, if
necessary,

RESPONDENT : Gail Boswell

WITNESS : Karen Kissinger

l

b.

a.
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UNS Gas. Ire. Tax Year 2008

Average Properly Tax Rate

Collnty Full Cash Value Taxable Value Property Tax Avg Tax Rate

Coconino

Mohave

Navajo

Santa Cruz

Yavapai

25.213.370

18_447_130

20.920.491

7.296.504

57.176.173

5.799.075

4.242.840

4.811.713

1.678.196

13.150.520

434.457

292.896

384.561

179.004

968.709

7 4918%

6.9033%

7.9922%

10.6664%

7.3663%

Total 129.053. 668 29,682,344 2.259.626 7.6127%

Thursday, April 30, 2009 Page I of]

UNSG0571/09064



. o inL

I

E

Attachment RCS-5
Page 148 of 187

Docket No. G-04204A-08-0571

UNS Gas, Ire.
Pro Forma ADIT - Summary
Test Year Ended 6/30/2008
\\Cos_l\corpdata\TAXSVCS\Rate Cases\UNSG\2008 06~30 TY\ADIT\[UNSG ADIT TY 06-30-08.xls]A I

Summary

ADIT Per
Financial

Statements Pro Forma ADIT Change in ADIT

463, 15
z,724,2~35

1

(463,156)
(287359)

4,970,984
ELl:

Fl.la

VIA

I ,

(227,413)
17,952 /'

Account 190
Bad Debt
CIAC
Customer Advances
Customer Advances - CWIP
Dividend Equivalents
DSM Adjustor
FAS 106
FAS 112
Incentive Comp PEP
Other Comprehensive Income FAS 106
Restricted Stock
Restricted Stock - Directors
Stock Options
Vacation

1.054

CI.l~Gl.2

GLI-GL2

Gl.l-Gl.2

G].1.(,l_2

G1.1-GI.z

Gl.l-Gl.Z

Gl.l-GL2

Gl.l-Gl.2

GL!-GL2

Gl.l~GL2

Gl.l-Gl.2

Cl.l-Gl.2

GL]-Gl.2

GL]-Gl.z

18,417
55,568/

30,983
(818i

(l9,820)/
24,946
56,713/

159,74
173,755

*

*

*

*

2,436,909 9
4,402,953 (568,029)

(227,413)

(465)
(55,568)
(1,054)

(30,983)
818

19,820
(630)

(1,432)
(4,034)
(4,388)

24,316 /
55,281 /

155,708 I
169,367 T

Total Account 190 8 ,658345 7,035,076 (I,623,872)

Account 282
Net Plant ADIT
No*  cwlp Ann:
Total Account 282

GIJ-Gl.2

Gl.l~Gl.2
Bl.la+ll2.la

C7.3i

(20,473,284)
(162,379)

(20,635,663)
4 /

(I7,452,856)A020,428
- 162,379

(17-452,856> 3,182,807

' .44
GLI~Gl.2 HIJA (l90,I4(

* 1.045

Account 283
CARES Reg Asset
OCI-Cash Flow Hedge Gas Cur
OCI-Cash Flow Hedge Gas NC
Pension
Rate Case Expenses
SERP
Total Account 283

Gl,l-cL2

Cl.I~Gl.2

CLI-Gl.2

(195,073l/
(]_559>5l9
(1,367,888)/

1,072 Z
(153,949)
195,089 /.

(3,080,268)

4,933
1,559,519
1,367,888

(27)
153,949

(195,089)
(189,095) 2.89 I \ I73

Grand Total (I5,056,983) (10,606,875) 4,-450.108

*Adjsuted from 39.6% Tm rate used br income tax accounting to 38.6% tax rate used tr ratemaking.

Prepared by iv
Checked by \
Approved by
Input by

Other sic

ACCOUNTING DEFY

T85'

#ENT
I9~8 ~& '&

\D / 90/ a(

# by

A] - Summary

UNSG0571/02839
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ADJUSTMENT NAME: Depr a Amort Annualization - Detail by FERC Account

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: October 21, 2008

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Briggs

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

A. FERC 403 & 404

302 Franchises and Consents $50

303 Miscellaneous Intangible Plant $3,883

365 Land & Land Rights $72

365 Structures & Improvements $58

367 Mains $30,068

369 Measuring and Reg. Station Equipment $4,907

371 Other Equipment (Griffith) $6,491

374 Land, Land Rights, Easements $106

375 Structures & Improvements $18

376 Mains $308,724

378 Meas. and Reg. Station Equipment - General $6,332

379 Meas. and Reg. Station Equipment - City Gate Check Station $6,099

380 Services $213,752

381 Meters $24,051

382 Meter Installations $17,822

383 House Regulators $5,482

384 House Regulatory Installations $3,341

385 Industrial Meas. & Reg, Station Equipment $1,951

387 Other Equipment $1,175

389 Land & Land Rights $81

390 Structures & Improvements $20,224

391 Office Furniture and Equipment $58,866

392 Transportation Equipment $1 ,721

393 Stores Equipment $477

394 Tools, Shop and Garage Equipment $7,578

395 Laboratory Equipment $6,586

396 Power Operated Equipment $8,775

397 Communication Equipment $6,107

398 Miscellaneous Equipment $984

Total Annualization - FERC 403 & 404 $2,896 5743,885

$740,989

Attachment RCS-5
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UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED SEPTEMBER 30, 2007

Net Adjustment - Annualization

Page 1 of 3 6/4/2009 12:41 PM



ADJUSTMENT NAME: Dear & Amort Annualization - Desai\ by FERC Account

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: October21 , 2008

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Briggs

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

302 Franchises and Consents $1 ,731

303 Miscellaneous Intangible Plant $2,375

365 Land & Land Rights $148

366 Structures & Improvements $111

367 Mains $29,802

369 Measuring and Reg. Station Equipment $7,962

371 Other Equipment $1 ,022

374 Land, Land Rights, Easements $218

375 Structures & Improvements $7

376 Mains $441 ,561

378 Meas. and Reg. Station Equipment - General $6,762

379 Meas. and Reg. Station Equipment - City Gate Check Station $6,794

380 Services $226, 197

381 Meters $28,211

382 Meter Installations $21 ,256

383 House Regulators $5,533

384 House Regulatory Installations $2,766

385 Industrial Meas. & Reg. Station Equipment $3.388

387 Other Equipment $5,351

389 Land & Land Rights $1,498

390 Structures & Improvements $6,493

391 Office Furniture and Equipment $113,433

393 Stores Equipment $623

394 Tools, Shop and GarageEquipment $10,619

395 Laboratory Equipment $9,788

396 Power Operated Equipment $526

397 Communication Equipment $11,815

398 Miscellaneous Equipment $1,418

Total Annualization - Citizens Discount FERC 406 $947,408 so

$947,408
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UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED SEPTEMBER 30, 2007

A. FERC 406 - Citizens Acquisition Discount

Net Adjustment - Annualization

Page 2 of 3 6/4/2009 12:41 PM



ADJUSTMENT NAME: Depr 8< Amort Annualization - Detail by FERC Account

ADJUSTMENT TO: Income Statement

DATE SUBMITTED' October21, 2008

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Briggs

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

302 Franchises and Consents $826

303 Miscellaneous Intangible Plant $8,466

376 Mains $252, 155

378 Meas. and Reg. Station Equipment - General $6,135

379 Meas. and Reg. Station Equipment City Gate Check Station $6,331

380 Services $104,052

381 Meters $17,275

382 Meter Installations $146

383 House Regulators $2,876

385 Industrial Meas. & Reg. Station Equipment $7,252

387 Other Equipment $6,218

389 389-Land & Land Rights $3,553

390 Structures & Improvements $7,651

391 Office Furniture and Equipment $938

393 Stores Equipment $766

394 Tools, Shop and Garage Equipment $16,662

396 Power Operated Equipment $1,127

398 Miscellaneous Equipment $29

Total Souther Union $4,032 $438,426

Net Adjustment - Southern Union FERC 406 $434,394

$954,335 $1,182,311
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UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED SEPTEMBER so, 2007

B. FERC 406 - Southern Union Acquisition Premium

ENTRY TOTAL

NET ENTRY $227,976

Reason for Ad[ustment

A. To adjust test year recorded depreciation and amortization expense to reflect the final adjusted balances of Plant

in Service and the Acquisition Discount/Premium and the depreciation rates produced by Dr. White's study.

B. To remove the Southern Union Acquisition Premium amortization expense - premium is excluded from rate base.

Page 3 of 3 6/4/2009 12:41 PM



ADJUSTMENT NAME: Depreciation Annualization

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: October 9, 2008

PREPARED BY: E. Fowler

CHECKED BY: D. Grant

REVIEWED BY: C. Dabelstein

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

403 Depreciation Expense $737,057

404 Amortization of Utility Plant $3,933

Net Depreciation & Amortization Adjustment $740,990

406 Amortization of utility Plant Acquisition Adjustments - Citizens $947,408

Ana Amnrfiyafinn Rf llfiliiy Plnnf Ar:r;uisi1iQnAdjus1ments - So. Union $434,394

Net Amortization Adjustment - Acquisition Adj. $513,013

$947,408 $1 ,175,384
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UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2008

Revised to break out Acquisition Adjustment pro forma into Citizens & Southern Union

ENTRY TOTAL

NET ENTRY $227,976

Reason for Adjustment

To adjust test year recorded depreciation and amortization expense to reflect the final adjusted balances

of Plant in Service and the Acquisition Discount/premium and the depreciation rates produced by Dr. White's

6/4/2009 12:42 PM
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UNS GAS, INC.'S RESPONSE TO
STAFF'S FIFTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08_0571
April 16, 2009

TF 6.54 Please list all membership payments made to industry associations (e.g.,
American Gas Association, Institute of Gas Technology, etc.) requested
for recovery during the test year. Identify the account into which such
amounts are charged.

a. State the purpose and objective of each organization listed.

b. Provide descriptive material the Company has concerning each
organization's financial statements, annual budget, and activities.

c. Do any of the organizations listed engage in lobbying or advocacy
activities, attempts to influence public opinion, institutional or image-
building advertising? If so, list each organization which engages in
such activities, and state the Company's best estimate of the portion of
the organization's expenses devoted to such activities. Explain and
show how such estimates were derived. State if the Company has
included the portions of dues related to such activities in the test year.

RESPONSE: UNS Gas has memberships with the American Gas Association ("AGA")
only.

a., b. Please see the PDF files TF 6.54 (AGA Dues) and TF 6.54 (AGA
Return), Bates Nos. UNSG(0571)07347 to UNSG(0571)07356 on
the enclosed CD, as responses to parts "a" and "b."

The calculation for the AGA Dues was derived by taddng the 2007
& 2008 invoices dividing them by 2, getting the last half of 2007
and the first half of 2008 for the test year. This amount was
reduced by the percentage of AGA dues used for marketing.

The AGA engages in lobbying and UNS Gas has removed the
portion of its membership dues that would cover that expense by
the AGA.

RESPONDENT:

WITNESS:

c.

Gary A. Smith

Gary A. Smith
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AMERICAN GAS ASSOCIATION
2007 BUDGET.

$
2007

ALLOCATION

%
2007

ALLOCATION

Advertising
Corporate Affairs
General & Administrative
General Counsel
Industry Finance 8= Administrative Programs
Operations & Engineering Management
Policy, Planning & Regulatory Affairs
Public Affairs

$345,000
$2,099,000
$4,665,000
$1 ,016,000
$1,283,000
$5,993,000
$3,669,000
$5,790.000

1.39%
8.44%

18.77%
4.09%
5.16%

24.11%
14.78%
23.29%

Total Budget $24,860,000 100. 00%

Note:
Lobbying expenses, as defined under IRC Section 162, accounted for 2.12% of member dues in 2007.

UNSG0571/07347
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AMERICAN GAS ASSOCIATION
2008 BUDGET

$
2008

ALLOCATION

%
2008

ALLOCATION

Advertising
Corporate Affairs
General & Administrative
General Counsel
industry Finance & Administrative Programs
Operations & Engineering Management
Policy, Planning & Regulatory Affairs
Public Affairs

$800,000
$2,317,000
$5,127,000
$1 ,056,000

$852,000
$5,505,000
$4,000,000
$6,195.000

1.18%
9.14%

20.22%
4.17%
3.36%

21.71%
15.78%
24.44%

Total Budget $25,352,000 100.00%

Note
AGA estimates that lobbying expenses, as defined under IRC Section 162, will account for
4% of member dues in 2008.

UNSG0571/07348
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AGA Vision and
Mission Statement

VISION STATEMENT

AGA's vision is to be the most effective and influential energy trade association in the
United States while providing clear value to.its membership.

MISSION STATEMENT

The American Gas Association represents companies delivering natural gas to customers
to help meet their energy needs. AGA members are committed to delivering natural gas
safely, reliably and cost-effectively in an environmentally responsible way. AGA
advocates the interests of its members and their customers, and provides information and
services promoting efficient demand and supply growth and operational excellence in the
safe, reliable and efficient delivery of natural gas.

To furtherthis mission, AGA:

1. Encourages, facilitates, and assists members in sharing information designed to
achieve operational excellence by improving their safety, security, reliability,
efficiency, and environmental and other performance metrics;

2. Assists members in managing and responding to customer energy needs,
regulatory trends, natural gas markets, capital markets and emerging technologies,

3. Collects, analyzes and disseminates data on a timely basis to policy makers and
the public about energy utilities and the natural gas industry;

4. Focuses on the advocacy of natural gas issues that are priorities for the
membership and that are achievable in a cost-effective way,

5. Serves as a voice on behalf of the energy utility industry and promotes natural gas
demand growth by emphasizing before a variety of audiences the energy
efficiency, environmental and other benefits of natural gas and promotes natural
gas supply growth by advocating public policies favorable to increased supplies
and lower prices to customers; and

6. Delivers measurable value to AGA members.

Approved September I9, 2006

UNSG0571/07349
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Small Member Council
Chairman,John B. Wililamson, III

Legislative Committee
Chairman,Junior Aston

Legal Committee
Chairman, PaulR. Shlama

Leadership Council
Chairman,

Robert C Skaggs, Jr.FERC Regulatory
Committee

Chairman,Eridget E. Shanan *Operations Safety
Regulatory Action Committee

Chairman,Paul M Preketes
State Regulatory

Committee
Chainman,Charles J. Harder

*Environmental Regulatory
Action Committee

Chairman,Daniel E. Smith, IIIPublic Relations
Committee

Chairman,Chad K Jones

0perah°ons & Engineering
Services Associates Section

Managing Committee
Chairman,ScoltA. Kransluber

(Shaded Committees are Board level)
AGA Committee Structure

ii) i(I\'.f(1:

. f<_111;1 r

8. fr '| 1 r'1"§ ftI
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I

n

Operating Section
Managing Committee

Chairman,Swan L. Fleck

Marketing Communications
Committee

Chairman, Donna M Peoples

Finance Committee
Chairman, DavidH Anderson

Building Energy Codes & Stds.

Corrosion Control

Distribution Construction Hz
Maintenance

Distribution & Transmission
Engineering

Distribution Measurement

Environmental Matters

Executive Committee

Gas Control

Natural Gas Security

Plastic Materials

Safety 85 Occupational Health

Supplemental Gas

Transmission Measurement

Underground Storage

Utility & Customer Field Services

Accounting Advisory Council

Accounting Principles

Accounting Services

Compensation & Benefits

Customer Service

Human Re ounces Policy

Internal Audit

Labor Relations

Rate

Risk Management

Taxation

Technology Advisory Council

*Regulatory Action committees also report to the Operating Section Managing Committee

i
January 2008

I

.

I

UNSG0571/07350
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IIIHI LEGISLATIVE & REGULATORY UPDATES

.3

I

The Year in Review

Team AGA tackled numerous industry issues on your

behalfin 2007. Here fs where we stood at year's end.
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CLIMATE CHANGEBILL: While the passage of
comprehensive climate change legislation
is not likely in 2008, AGA will continue its
strong advocacy efforts. Under the direc-
tion of the board-level Climate Change
Task Force, AGA has adopted climate
change principles, provided written com-
ments and met with several key mem-
bers of Congress and their staffs. AGA is
developing provisions that will favorably
position natural gas utilities in the na-
donail debate on climate change, and the
association is finalizing the study "Blue-
print for aCleanerFuture: Optimizing the
Use of Natural Gas to Reduce Greenhouse
Emissions." AGA also is working closely
Mth the National Association of Regula-

tory U t i l i t y Commis -

s ioners  and other

strategic partners .

DIVIDENDTAXATIDN:

Congress will consider

the extens ion of the

15 percent tax rate on

dividends as soon as

2008. AGA is coordi-

nat ing ef for ts  with udl-

i ty shareholder and other

groups and conducting

research to bolster its case.

SAFETY LEADERSHIP

ENERGY LEGISLATION: Energy bill

H.R. 6, which was s igned into

law Dec. 19, will not have a

s ignif icant impact on natural gas

uti l i t ies. W e were able to remove

the ant i -supply provis ions  that

were in the Original House vet

Zion and defeat the attempt to

increase the deprec iat ion period

for natural gas dis tr ibut ion pipe

lines. On a posit ive note, H.R. 6

inc ludes a provis ion requir ing s tate public

ut i l i ty commiss ions to cons ider decoupling

rate designs in rate cases. (See related story

on p. 9.) -

LIHEAP: Funding for the Low Income

Home Energy Assistance Program for 2008

will be increased by approximately $408

mil l ion,  br inging the total  appropr iat ion to

just under $2.6 billion. This is the second-

highest level of  funding the program has

ever received. (See related story on p. 32.)

SUMMIT: AGA continued

to help educate mem-

bers with best practices

programs, conferences,

teleconferences and work-

shops on topics ranging

f rom uncol lec t ib le to leal

response. At AGes f irs t

Safety Leadership Summit,  industry CEOs

and senior safety personnel shared best

practices in employee, customer, contrac-

tor and pipeline safety.

LIEBERMAN-WARNER CLIMATE SECURITY ACT OF
2007 (S. 2191): S. 2191 was voted out of the
Senate Committee on  E nv i ronment  and
Publ ic  Works on Dec.  5.  The AGA Execut ive

BRIN R DOHBRTK AGA communications man~

ager, may be reached at edoherty@aga.org

16 | FEBRUARY2008 AMBRICAN GAS
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American Gasgives you the strategies, insights and best practices you

need to prosper in today's market. Encourage colleagues to get their own free

subscription to boost their careers, and your wallet could get a boost as well.
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Great rewards for sharing:

Q) Sign up the most new, qualified* subscribers in 2008, and you'II win $250!

sign 'up 10 or more new subscribers, and you'll receive an American Gas
T-shirt, winrlbreaker and watch.

Get started today! www.aga.org/publications/AmericanGasMagazine/Subscribe
\..

ii/ /Ii/fl VVIIHI

.A VIs/'on

*To qualify, subscribers must be employed by an AGA full or limited member natural gas or combo company. Dutslde
contractors are not eligible for free subscriptions. Subscribers must fully complete the American Gas subscription
form. The cash prize winner for 2008 must sign up the most new. qualifier! subscribers between Jan. 1. 2008, and
Dec. 31, 2008.
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CAPITOL CONNECTION

I

Committee has met to discuss
the ramifications of this
legislation. 'The heart of the
problem for local distribution
companies is a provision that
brings residential, commercial
and small industrial natural
gas customers under the cap-
and-trade program and re~
quires a 70 percent reduction
in greenhouse gas emissions
from natural gas by 2050.

Earlier drafts of the Lieberman-Warner bill
excluded natural gas utilities' customers. It is
unrealistic to expect that a reduction in con-
sumption of this magnitude can be attained
by small-volume customers. Natural gas al-
ready offers more efficient and clean-burning
energy than most other energy sources. Ef-
ficiency measures can further reduce natural
gas consumption but not enough tomeet
these drastic goals. As a result, natural gas
customers would be forced to compete for
emission reduction credits with electric utili-
ties and manufacturing facilities that will be
turning to natural gas to help meet their own
reduction goals.

OUTER CUNTINENTAL SHELF ACTIVIW: AGA is a
strong advocate for the National Environ-
ment and Energy Development Act (H.R.
2784), which could open additional areas of
the Outer Continental Shelf. Introduced by
Reps. John Peterson, R-Pa., and Neil Aber-
crombie, D-Hawaii, the bill has bipartisan
support with 165 co-sponsors; however, it
lacks support from the House leadership.

AGA provided comments encouraging
expanded natural gas production for the
U.S. Department of Interior's five-year Oil
and Gas Leasing Plan for the OCS. The new
2007 to 2012 plan opens new areas in the
Gulf of Mexico and off Alaska for natural gas
exploration and production. AGA supported
the Bureau of Land Management's efforts to
implement provisions of the Energy Policy Act
of 2005, which allowed expanded production
in Colorado and Wyoming. AGA also worked
with the NARUC Gas Committee to pass a
resolution providing for a full cost analysis of
maintaining domestic production moratoria
on federal lands.

DISTRIBUTIDN INTEGRIW MANAGEMENT:The us.
Department of Transportation's proposed
rule for the Distribution Integrity Manage-

18 PBBRUARY zone AMBRICAN GAS
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1

Tell Us About It!

went Program will be delayed until March
2008. AGA believes the rule will be aligned
with its goal to obtain a reasonable regulation
because we have provided extensive input
into the rule framework as well as informa-
tion from the guidance developed by the Gas
Piping Technology Committee. AGA received
a favorable interpretation on the treatment of
casings in the transmission integrity manage-
ment rule, including a deferred assessment
on cased pipe.

AGA continues to work to reduce exca-
vation damage, helping to launch the na-

Have a story idea or feedback on

something you've read in American

Gas? Let us know! Contact editor

Stacey Bell at sbelI7@tampabay.

rr.com or 813/741-1772.

tionwide 811"Call
Before You Dig
telephone number
and establish an
excavation damage
Founders" group

to advance state
damage prevention
improvements. We

for residential furnaces and boil-
ers, which will ultimately result
in greater energy efficiency and
consumer choice. (See related
story on p. 10.)

ENERGY EFFICIENCY SURVEY: AGA
developed and disseminated
information on the consumer
response to natural gas price
increases; A recent survey
examined the nation's natural
gas energy efficiency programs
and local distribution company
revenue decoupling. Forty-seven of AG1¥s 200
member companies, which serve more than
half of U.S. residential natural gas customers,
responded. At least 57 percent of U.S.natural
gas residential customers are served by utili-
ties that have an energy efficiency program .

AeA MEMBER SATISFACTION: AGA earned its .
highest marks to date on the annual mem-
bership satisfaction survey. Meetings and
conferences met or exceeded attendaNce
goals and yielded significant fondues rev-
enue, which has helped fund priority initia-
tives, including the development of state
utility shareholder organizations and AGA's
"Blueprint for a Cleaner Future" study.
Additionally, AGA has been awarded the
opportunity to host LNG 17. 6

I surepass
SYSTEM

By-passing meter valves

have worked with the "Founders" to develop
a framework for implementation of the
excavation damage provisions of the Pipeline
Safety Act.

ENVIRONMENTALISSUES: The California Climate
Action Registry revised plans for its natural
gas sector reporting protocol to reflect AGA's
comments. We also made progress with EPA
addressing the latestregionalPCB concerns.
In addition, EPA has agreed to negotiate an
agreement with DOT to clarify which natural.
gas facilities will be exempt from EPA's oil
spill prevention rules .

RESIDENTIALFURNACES, BDILERSRULE: The

Department of  Energy issued a f inal rule

Meterchanges Mariewith no service interruption,
Returns for relights never required.

Forgedbrassball requiring no
lubrication or malntenancc

Eam to use... quick riseonnealltllngs at both
ends ofbypass hose

Quick switchlim Normaservice tobv-
passing... by simplymoving two valve handles

Tamper-prodi for maximum security... barrellock
blocks access to bypass pop

AMERICAN GAS FEBRUARY zoos 119

I
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THE RESULTS

PROVIDING AGA MEMBERS w i t h  q u a n t i t a t i v e

and  qua l i t a t i v e  v a l ue  f a r  i n  ex c es s  o f  t he

dues  t hey  pay  i s  t he  as s oc ia t ion 's  h ighes t

p r i o r i t y I n t h is  regard , AGA rea l i zed  t w o o f
i t s  t op  adv oc ac y  goa l s  i n  2006 :  C ong res s

a p p r o p r i a t e d  a  r e c o r d  $ 3 . 2  b i l l i o n  f o r  t h e

2 0 0 6  L o w - I n c o m e  H o m e  E n e r g y  A s s i s -
t a n c e  P r o g r a m  a n d  e x t e n d e d  u n t i l  2 0 1 0

t h e  1 5  p e r c e n t  i n c o m e  t a x  r a t e  o n  m o s t
d iv idend earn ings  and capi ta l  gains ,

T h e s e  a d v o c a c y  a c t i v i t i e s ,  p l u s  a  f e w

e x a m p l e s  o f  t h e  m u l t i t u d e  o f  s e r v i c e s

A G A  p r o v i d e d  i t s  m e m b e r s  d u r i n g  t h e

year, w e r e  h i g h l i g h t e d  i n  t h e  2 0 0 6  A m e r i -

a m  G a L t " R e t u r n  o n  I n v e s t m e n t "  c o l u m n s
a n d  a r e  s u m m a r i z e d  b e l o w

T H E  C H A L L E N G E

R*8°tuvvl Q.n.|"ve5tMe"t

Looking Back on a Year's Worth of ROI
T h e  m o n t h l y  c o l u m n  r e f l e c t s  o n  k e y  i s s u e s  i m p o r t a n t  t o  A G A  m e m b e r s

c o m p a r e s  w i t h  t h e  $ 2 . 2  b i l l i o n  a l l o t t e d

f o r  2 0 0 5 .

A GA 's  su ccessfu l e f f o r t  m e a n s  t h a t
$ 4 7 5  m i l l i o n  m o r e  i n  L I H E A P f u n d s

w e r e  a v a i l a b l e  i n  2 0 0 6  t h a n  i n  2 0 0 5  f o r

l o w - i n c o m e customers o f  m e m b e r

c o m p a n y  u t i l i t i e s .  T h e  c a l c u l a t i o n  i s
based on data showing that at least h a l f  o f

t h e  p e o p l e  e l i g i b l e f o r  L I H E A P  h e a t

t h e i r  h o m e s  w i t h  n a t u r a l  g a s  a n d  A G A ' s
u t i l i t y  m e m b e r s  a c c o u n t  f o r 83  p er cen t

o f  the gas del ivered  to  U .S.  households.

( S e e  M a y  2 0 0 6 American Gas . )

I

lnfuyilllng its role as

a professional society,

AGAholdsnumerous

conferences, workshops

and exhibitions that

provldeforumsfor the

exchange of ideas and

information.

*. iv,
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A  L e a p  f o r  L I H E A P

A G A ,  a  l e a d i n g  s u p p o r t e r  o f the f edera l

L o w - I n c o m e  H o m e  E n e r g y  A s s i s t a n c e

P r o g r a m ( L I H E A P ) ,  u s e d e v e r y  m e a n s
a v a i l a b l e  t o  p e r s u a d e C o n g r e s s  o f  t h e

n e e d  t o  i n c r e a s e t h e  p r o g r a m ' s  f i s c a l

2 0 0 6  f u n d i n g .

T h e  a s s o c i a t i o n  s t r e s s e d  c h a r  t h e

i m p a c t  o f  r i s i n g  e n e r g y  p r i c e s  i s  p a r t i c u -

l a r l y  h a r s h o n  l o w - i n c o m e h o u s e h o l d s
a n d  t h a t  m o r e  t h a n  8 0  p e r c e n t o f  t h e

p e o p l e  e l i g i b l e f o r L I H E A P d o n ' t

r ec e i v e  t he  f ue l -pay m en t  a id  bec aus e  t he

program's f u n d i n g  i s  i n a d e q u a t e .  I n

res pons e,  C ongres s  appropr ia t ed  a  rec ord

$ 3 . 2 b i l l i o n  f o r  t h e  2 0 0 6  L I H E A R  T h i s

A  V i c t o r y  f o r  I n v e r t o r s

I n  2003 ,  C ongres s  c u t  t he  f ede ra l  i nc om e

t a x  r a t e  t o  1 5  p e r c e n t  o n  d i v i d e n d s  a n d
capi t a l  ga ins ,  down f rom a top ra te  o f  38.6

p e r c e n t  o n  d i v i d e n d  i n c o m e  a n d  2 0

percent  on capi ta l  ga ins .The tax  break  was
set  ro  exp i re  a t  t he and o f  2008.

A G A  j o i n e d  f o r c e s  w i t h  t h e  A l l i a n c e

f o r  T a x  F a i r n e s s  a n d  G r o w t h  c o  s u p p o r t
l e g i s l a t i o n  e x t e n d i n g  t h e  l o w e r  : a x  r a t e s

t h r o u g h 2 0 1 0 , w h i c h

C o n g r e s s  p a s s e d  i n  M a y .

A G A ' s  l o n g e r  t e r m  g o a l  i s
t o  s e e  t h e  t a x  c u t  m a d e

p e r m a n e n t . .

C o m p a r e d w i t h t h e
o r i g i n a l  t a x  r a t e s  o n  d i v i -

d e n d i n c o m e , t h e 1 5

p e r c e n t  r a t e  r e d u c e s  t h e
e d e n  t a x  b i t e  b y  a n  e s t i -

m a t e d  $ 7 5 0  m i l l i o n  a n n u -
a l l y  f o r  i n v e s t o r s  h o l d i n g

n a t u r a l gas d i s t r i b u t i o n

c o m p a n y  s t o c k s ;  ( S e e  J u l y

2 0 0 6  A m e r i c a n  C o s . ) ' " " =" I11 I III I I

A d d r e s s i n g  N a t u r a l  G a s  P i p e

Standards and 'R4E!WVOl'k)

A pro jec t  t o  reso lve quaLi t y~cont ro l  issues
r e l a t e d  t o  t h e  u s e  o f  s c r a p  r e s i n ,  o r

" r e w o r k "  m a t e r i a l , i n t h e  m a n u f a c t u r e  o f
p o l y e t h y l e n e  ( P E )  n a t u r a l  g a s  p i p e  w a s

i n i t i a t e d  b y  A G A ?  P l a s t i c  M a t e r i a l s
C o m m i t t e e  i n  2 0 0 2 .

A S T M  I n t e r n a t i o n a l S  D - 2 5 1 3  P E  g a s

p i p e  s t a n d a r d  d i d n ' t  l i m i t  t h e  a m o u n t  o f

rework  mater ia l  t hat  may  be used in  the PE

pipe  manufac tur ing  process .  AGA be l ieved

the lack  of  an adequate s tandard could lead

t o  m i x i n g  d i r t y  o d d - s h a p e d  p a r t i c l e s  o f
rework  res in  w i t h  dean un i f o rm  v i rg in  res in

t o  p r oduc e  P B  p i pe .  'H u t s  c ou l d  r es u l t  'm
im pe r f ec t i ons  o r  c on t am ina t i on  w i t h i n  t he
p ipe  w a l l  t ha t  c rea t e  a  po t en t i a l  i n i t i a t i on

po in t  f o r  c rac k  g row t h .

A s  a  r e s u l t  o f  A G A ' s  f o u r - y e a r  r e w o r k

p r o j e c t ,  t h e  P l a s t i c s  P i p e
I n s t i t u t e ( P P I )  p u b l i s h e d

" R e q u i r e m e n t s  f o r  t h e  U s e

o f  R e w o r k  M a t e r i a l s  i n
M anuf ac t u r ing  o f  Po ly e t hy l -

ene Gas Pipe" (PPI Technical

N o t e  30 ,  2006  ed i t i on ) . T h i s

set  o f  gu ide l ines  s ta tes  t hat

n o  m o r e  t h a n  3 0  p e r c e n t  o f

t h e  r e s i n  u s e d  t o  m a k e  P E
gas pipe shall be rework resin

a n d  i n c l u d e  q u a l i t y - c o n t r o l

s t e p s  d e s i g n e d  t o  e n s u r e

c o n t a m i n a t i o n - f r e e  r e w o r k
m a t e r i a l .  T h e  2 0 0 6  P P I

d o c u m e n t  w i l l  b e  i n c l u d e d

i n  t he  upc om i ng  r ev i s ed  ed i t i on  O f  A GA 's

" P l a s t i c  P i p e  M a n u a l . "  I n  a d d i t i o n ,  A G A

expec t s  t he  t echn ica l  no te  w i l l  be  incorpo-
ra ted by  re ference in  ASTM's  D -2513 s tan-

dard by year-'s end.
A c o l l a b o r a t i v e e f f o r t o f  A G A ,

12 Amman GAS I DECEMBER 2006/JANUARY zocw
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n researchers and PE pipe manufacturers,
the rework project culminated in guide-

lines that enhance the safety and reliabil-
ity of PE pipe and provide immeasurable

long - t er m qual i t at i ve value t o al l  of
AGA's  ut i l i ty members .  (See October

2006 American Cos.)

For the company seeking information,

an individual SOS question-answer cycle

is worth an estimated $5,000 ro $20,000,
based on the complexity of  the inquiry

and what it would cost a member to do

the research itself or hire a consultant to

gather the information from other gas

util it ies. Using a figure of

$12 ,500- the  mean o f  the

range above--the 285 queries

handled through AGA's SOS

service in 2005 col lec t ively

saved the companies seeking

information $3.6 million. (See

April 2006 American Gas.)

It Takes aVil.lage
Utility consumer and community af fairs

(CCA) professionals are the f irst line of

defense against eroding customer rela-

tions caused by higher natural gas bills.

Following the dramatic escalation of

natural gas pr ices dur ing the 2000-01

Answering member requests that it give greater

priority to keeping them informed about state

rate actions, issues and trends, AGA revamped its

rate regulation web pages and developed new

online resources.

Doing MoreW ith Less

Shortly alter moving ice headquarters from

Ross1yn,Va., to Washington, D.C., in 1999,

AGA concluded it could reduce the size of
the staff without hurting its effectiveness or

compromising member service. Since the

move, the number of employees has been
reduced from 108 to 82. That Le& AGA

with empty work stations, so the associa-

don reorganized its floor space ro create a

walled-of f  of f ice area with a separate

entrance that it sublet in 2005. In addition,
AGA generates income by leasing off ice

space to, and providing administrative

services for, NGVAmerica and the Energy

Solutions Center.

By doing more with less

consolidating empty space
to f ashion an of f ice f or

sublet, and providing

accommodations and
services for the two gas-

related entities, AGA has

produced on ongoing
annual savings of approx-»
mutely $322,000 since 2005

(See June 2006 American Cos

l

winter, some AGA members asked the asso-

ciation co focus more attention on CCA
activities. In reply,AGA created a CCATask

Force that is open to all who wish ro partic-

ipate The group provides a formal channel
for the exchange of ideas and bat practices

by holding monthly teleconferences during

which member companies talk about their
successful CCA-related programs and

answer questions.
The task force members say they are

very pleased to have an inexpensive means
(no travel involved) of  discussing CCA

strategies that provide gas customers with
educational and f inancial tools to help

them manage their iii el consumption and

expenses. (See March 2006 American Gas.)

AnsweringYour Call for Help

Close t o  3 0 0 em p l oyees  o f  A G A

member companies took advantage of

the association's SOS program in 2005.
T hrough this service, a member

company gains nearly immediate access
to other  members  by sending AGA a

detailed explanation of  :he information

it is seeking about a business function,

such as accounting, human resources or

operating and engineering.

In turn, AGA relays the query via e-

maUl to the appropriate professionals at

other member companies. The person
init iat ing the SOS ihformadon request

usually receives between eight and 30

responses, often within a day or two.

Stay Informed: State
Rafe Actions
Answering member requests that Ir give

greater pr ior i t y to keeping them
informed about state rate actions, issues

and trends,AGA revamped its rate regula-

tion web pages and developed new online

resources, inc luding Rate Alert

and Cos Rate Round- Up.The

A ler t  c omes  out  weekly

u1-l1888 there's no news
and provides summaries

of gas utility rate case

dec is ions  as  wel l  as
related mater ials  and

web links. The periodic
Round-Up discusses rate

strategies, such as decou-

pling mechanisms.
The redesigned web pages also

are a source of  other types of  valuable
information, including data on requested

and allowed returns on equity a consul-

tant database and survey results on test-

year lengths. I n addit ion, AG A

inaugurated a program of  audioconfer-
ences on rate issues, which feature two or

more speakers and a question-answer

period.
Those who use AGA's rate and state

regulation services attest to the enormous

qualitative value in having a plethora of

resources just a mouse click away and

hearing via audioconferences what

experts  have to say about the hot :ate

issues of the day. (See August/ September

2006 American Gas.)

AG A/ BE I Use DataSource
Benchmarking To Inuprove Savzioe
AGA joined forces with the Edison Elec-
tr ic Institute (EBI) in the mid-1990s to

launch DataSource, an extensive database

futility information related to the perfor-

mance of customer service tasks.
The data come from yearly question-

naires filled out by DataSource participants

and cover call centers, meter-reading, billing,

collections, cash posing, revenue protection,

low~l1ncon1e programs, fleet management,
f ield services, customer service

website/customer information system, and
commercial and industrial account manage-

rnent.The benchmarking results are available

online to DataSource participants.

DEC main zoos/1AnuAav 2007 I AMEAICAN GAS 1 1 3
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adopt ing these new ideas ,  but  i f  the
example above is any indication of  the

value of AGA's role as a professional soci-

ety, the savings are substantial. (See

February 2006 American Gas.)

T HE  V ALUE

The benchmarking exercise is comple-
mented by an annual AGA/EBIDataSource

Best Practices Workshop at which Data-.

Source participants discuss the techniques
they've used to improve the e$ciency of
various customer service functions.

DataSource is a benef i t  of  AGA

membership. The f ac t  that  there's  no

charge to participate in the benchmark-

ing exercise translates into a minimum

yearly savings of $10,000 for each Data-
Source participant. This figure is at the

low end of what private-sector f irms
charge for benchmarking services. (See
November 2006 American Cos.)

A Better Balance

In fulfilling its role as a professional society
AGA holds numerous conferences, work-

shops and exhibitions that provide forums

for the exchange of ideas and information.

At a recent AGA Uncollectibles Work-

shop, for example, South jersey Gas Co.
told the audience about its experience with

a consulting f irm's automated revenue

miner, which matches utility customers'
inactive accounts that have balances due

with these same customers'active accounts.

The ut i l i ty reported that over a three-

month period, the consulting f irm identi-

f ied $804,000 in overdue balances in
inactive accounts that had features, such as

Social Security numbers, similar no those of
current customers.The utility determined

that 87 percent of  those inactive-active

accounts were good matches and recovered
72 percent of the overdue balances.

Myr iad in f ormat ion and ideas  are

presented at AGA meetings every year.

[\:'s impossible to .calculate the savings
AG A member  c ompan ies  real i ze by

TH: AGA ssnvuces highlighted here provided

the association's full, limited and interna-
tional members with a return of $479

million on their 2006 dues investment of

$17.8 mi1Iion.The 2006 return of nearly

$27 for every $1 in membership dues

illustrates clearly that AGA dues are an
investment, not an expense. *.5. 4
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UNS GAS, INC.'S RESPONSE TO
RUCO'S FIRST SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
May 7, 2009

RUCO 1.48 Provide copies of the AGA dues invoices for the years 2007, 2008 and
2009.

RESPONSE: Please see the PDF File RUCO 1.48 - AGA Invoices, Bates Nos.
UNSG(0571)08823 to UNSG(0571)08825 on the enclosed CD for 2007, 2008,
and 2009 AGA Invoices.

RESPONDENT:

WITNESS :

Mina Brings

Gary Smith



Semi-annually (.Tan.1, July 1)

Quarter ly (Jan.l, Apr.l, July l ,  Oc t .1) Other (Please stare)

Please renzrn this completed form to the A.G.A. Treasurer at the above address. Paynnlaats may also be directed to the address noted

above. 8

I

Invoice to:

2007 Payment Schedule

Year ending December 31, 2007

Full Member Conuqgany Limited Member Company

A.G.A. Dues Rules are attached Duesare based upon the followingopcraxing income infonnnation (5000) '

2003 42128 2004 15,658 2005 14.000 Average l 12262

2007 DUES

82/26/2887 11: 45

__*._*--,,.~»a\¢
,,...-»°

-1

Full amount enclosed

YOUR 2006 DUES WERE

YOUR 2007 DUES ARE

5288843685

UniSource EnergyCorporation

._ ~.......,.....,______,

A m e r i c a  n  G a s  A s s o c i a t i o n

PDB! Office Bax 79226
Baliimvre. Mmgand 21279-0226

Telqahoane 0Q)824-7256
Fax (202)824-9156

lQQ§**¢ *Q8l§lbilQGQIIQIQDIIOIIOIIIDIIDII

Approved:

Title

Date:

9499954449444uuannan1o1nuns1n1snabla

CR

9O*l v190

S(

s 43,486

45,508 .

4/\'tP'\

s(,
re;

.
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Phone: 1vuvololbtl . , , , , , . . . . . . . Fax ( ) 11 1

1mpoR'r4 NT ms REO!  IIRED NOTTCE
Fade-al regulations require is to advise you ma contributions or gt& to the American Gals Association inc not deductible as charitable contributions for ihdaul
income tax purposes, Dues payrnaals are usually deductible by mambas as an Ordinary and necessary business mqycn5e. The American Gas Association expects that
apportion nfyour cues may be used m influence legsiation. Tlne Assodadnn will pay dlmedy the federal tax that is due on lobbying activities.

Dues include none-year subscrip¢io11 uo»4nva~innn Gas, the normal sulsacription rel: for which is S59.00 pa year for U.S. amt Canadian suhscxibas and $110.00 per
year for intemarioml subscribers.
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Phone :

Invoice to:

Quarterly (Jan.l, Apr.1, Idly 1, Oct.1) Other (Please state)

-1
Pleasereturn this completed formto the A.G.A. Treasurer at the above address. Payments maalso be directed to the addneessnoted
above.

2008 Payment Schedule

Year ending December 3 I , 2008

Full Member Company Limited Member Company

A.G.A. Dues Rules are attached. Duesare based upon the following operating income information ($000):

2004 15,658 2005 14,000 2006 14,000 Average 14,553

2008 DUES

B1/18/2888 18216

(

III O

Full amount enclosed

)..

YOUR 2008 DUES ARE

X

ac
I 1

ah

? .»»* *"...-...

5288843586

UniSource Energy Corporation
*

MW9O~

American Gas Association
. Post Of5oe Box 79226

Balnmfm, Smyrna 21279-0226
Tglgphgng (202}824»'/256

Fax (202)824»-9156

J'

Approved:

Title

Date:

Fax (

hoaoinaa1neIlasabnu1o-as

CR

J..

Semi-annually (Jan 1, July 1)

Z.'/9° 'Q

s ;.488 .
5%

s 19\§~ ©
._ . {

t"°'(>-

41,s
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IMPORTANT IRS REQUIRED NOTICE
Federal regulations require us to advise you term ccntribulicms or gills to the American Gas Association are no; deductible as charitable contributions for federal
income tax purposes. Dues paynnezuts are usually deductible by members as an ordizuamy ad neeessamy business eupalsa The American Gas Association expects that
a portion of your dues may be used to influence legislation. '
and necessary business expense. The Associamicn will inform you if the actual non-deductible amount materially mcceds this estimate.

It is estimated that approximately four percent of your dues may be man-deductible ms an ordinary

Dues indudc a one-year subscription to Ame-Icam Gas, the normal subscription ram for which is $59.00 pa' year for U.S. and Canadian subscribers mud S!10.00 per
year i'bf international subscribers.

PAGE 1/1 9 RCVD AT 1/10;2009 10.24.44 AM [US Mountain Standard Time] n SVRITEPFAXJD I DM82429 x csln:52oss43eus * DURATWN (m s):01-02

YOUR 2007 DUEsJatE4_E_:

UNSG0571/08824



Please return this completed form to the A.G.A. Treasurer at the above addrmas. Payments may also be directed to the address noted
above.

Invoice w:

2009 Payment §ehedule

Year endingDecember 3 I , 2009

Full Member Company X Limited Member Company @

A.G.A. Dues Rulesare attached. Duesare based upon the followingoperating income information ($000)

2005 14,000 2006 141000 2007 134000 Average 13,667

2009 DUES

81/14/2689 88:58

I
\

Full amountenclosed

QUarterly (Jan.1, Apr.l, July 1, Oct.1)

YOUR 2008 DUES WERE

YOUR 2009 DUES ARE

5288843585

UniSource Energy Corporation

American Gas Association
al P051 (4&iceBox79226B 1 land 21279-0226:1°;£0n:'(§s2)s24~12s6

Fax (202)824~9I56

Approved:

Title

Date:

IuIt»¢l¢1l4¢»<ls»¢¢»»t»\»\lbb1vvluv

d|»¢1»||»»»»l0»|lO|O|¢»|O»|§|»o»(|.

CR

O

Semi-annually (Jan.1, July 1)

Other (Please state)

WWGIO

s 51,901

47,879

f-'

,

\
A
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A Phone: ( >.. 11 Fax ( )..

IMPORTANT rR5 Raovmzn norri
Federal regMations require us to advise ymir that conuibutians or gigs to the American Gas Asodaaicn we not deducdblc as imitable contib\m'ans for &da'aI
incomcuxxpuzposes. Duespaymcntsaxcusuallydeductfbleby mnnbasasanafxiinauy and neccssary business expmsc. 'l̀neAmenlcan G¥isAsso<¢iation expects that
a portion of your dzxzs 'my be used to intluenoe legislation. It is estimated that npprodmanely four percent of your dues may be non-deductible as an ordinary
and necessary business expense. The .Association will inform you if the actual non-deduonW: amount manedally exceeds this estimate.
Dues ̀mcludc a onsfycar subscription WAnnrlcan Gas, the normal subsaipdou rate for which is $59.00 pct year for U.S. and Canadian suhscdbcrs and$110.00 per
year for international subsadbas,
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Phone :

Full amolmtenclosed Semi-annually (Jan.1 July 1)

Quarterly (Jan.l, A.pr.1, July 1, Oct.1) Other (Please state
- v . v -

Please return this completed form to the A.G.A. Treasurer at the above address. Paymeluts ma€r\a1so be directed to the address noted
above. .

2008 Payment Schedule

Year ending December 31,2008

Full MemberCompany Limited Member Compalny

A.G.A. Dunes Rules arearched. Dues are based upon the followingoperating income information (5000):

2004 15,658 2005 14.000 2006 14,000 AV€!8g¢ 14,553

2008 DUES

81/18/2088 18216

( )-.

I S 14 orc1 ».

YOUR 2008 DUES ARE

YOUR 2007 DUES WERE

X

In

5268843685

UniSource Energy Corporation
*'We I \ ' O ~- Q

. . . . . . . . . . . » . - . . . . - . . »

A m e r i c a n G a s  A s s o c i a t i o n

P°st9.9" Box 79236
m u m , ==w=m~a 212 9.40226

Telephone (202)824-7256
Fax (202)824~9I56

11l1\ 1¢1

Fax (

Title

Date:

Approved'

CR

I111110U499000009991

s 45,508

47.879
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income taxpmposes Duespaynmenmsal'eus:uallydeduct1'bkbymemhelsasanordiznmryandneeesssybusineasaqaamse. TheAmelicanGasAssue5a:ion expects that
a portico of your dues :may be usedto influence legislation.
ad necessary business expense. The Assccia1ien wm inibrm you if the actual non~deductiblc amount maheriallyexceeds this estimate

Dues include one-yearsubscnripiian toAmafcan G¢=:s,thencm1aI subscription raan for which is$59.00peryear for U.S. and Canadian subscdbasamd $110.00 per
ywribrixutanationd sulmscxibazs.

lm1>oRTAnr ms REOUIRED NOTICE
Federal regulations requileusto zrdviseyouthatcon0ibrJzt1'onsor§f!stodwAJne¢icanGasAssocix6on arena;deductiblesscha1i¢ableoonuib¢utionsforfeda1a1

It is ezvtilmated that appmximatnly four percent nfyuur dun may be non-dedu le as an ordinary
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ADJUSTMENT NAME: Normalize Outside Legal Expense

ADJUSTMENT To- IncomeStatement

DATE SUBMITTED: September 30, 2008

PREPARED BY: Mina Brings 8~ Janet Zaidenberg-Schrum JUS <& 5(
CHECKED BY: Mina Briggs 8. Janet Zaidenberg~Schrum M13 971
REVIEWED BY: Dallas Dukes. | \

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

J
923 Outside Services Employed \ $305,984

$305,984 $0
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UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2008

) 08
0 8

|

ENTRY TOTAL

NET ENTRY ($305,984)

Reason for Adjustment

To normalize outside legal expense for the test year.

v"

9/30/2008 12:09 PM
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Docket No. G-04204A-08-0571
UNS Gas, Inc.
Payroll Tax Adjustment
Pro Forma Payroll Taxes
Test Year Ended June 30, 2008

Social Security Tax:

(a) Medicare -
UNSG Estimated 2009/2010 Payroll - including OT $11,166,981 4.l0- /

Medicare Tax Base
Medicare Tax Rate (%)

511,166,981
1.45

4.\c/
Cb /

Pro Forma Medicare Tax $161321/GJ

$11,166,981 4-, » /
(b) OASDI -

UNSG Regular Annualized Payroll - Including OT

Less: Wages in Excess of $10z,000" 8 0 J
UNSG Unclassified (99,577.18) WM/ J

$11 ,067,404 /
6 .20 Qw ' /

OASDI Tax Base
OASDI Tax Rate (%)

Pro Forma OASDI Tax $686,179 J

Federal/State Unemployment Tax:

Number of Employees -
UNSG Classified
UNSG Unclassified

Total Employees
* `

'7.w»
7 1 Z b

118 . /
8 6 /

2o4 J

Taxable Wages ($) %.\0*/ 7,000 J

1,428,000v
2.80

Tax Base
Tax Rate (%) M "
Pro Forma FUI/SUI $s9,984V'

Total Pro Forma Payroll Taxes $888,084

F`

Page 1 of 1 9/9/2008 1145 PM 6 4
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Data Request/
Workpaper No. Subject Confidential No. of Pages Page No.

RUCO 1.46
Amounts of incentive compensation expense included in the
test year Yes 5 2-6

Attachment TF 6.46 UES Results of Operations - Year end 2008 Yes 2 7-8

Attachment TF 6.92
Incentive compensation programs (2008 long-term program
term sheet) Yes 2 9-10

Total Pages Including this Page 10

REDACTED
Attachment RCS-6
Page 1 of 10
Docket No. G-04204A-08-0571

UNS Gas, Inc.
Docket No. G-04204A-08-0571

Attachment RCS-6
Copies of Confidential UNS Gas' Responses to Data Requests

and Workpapers Referenced in the Direct Testimony and Schedules of
Ralph C. Smith

**UNS Gas Confidential Pages Have Been Redacted**
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